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NEW HORIZONS IN ACCOUNTING 


THE APPLICATION OF ACCOUNTING TECHNIQUES 
TO PROBLEMS OF SOCIAL ACCOUNTING 


by 


R. L. MATHEWS, B.COM., A.I.C.A. 


PART III 
AGGREGATING THE ACCOUNTS OF BUSINESSES 


We may now sum up the steps necessary 
if private accounting reports are to reflect 
the information required for the social ac- 
counts. It will be sufficient, we suggested, 
if firms retain their existing income ac- 
count and balance sheet, expanded to meet 
best present-day standards, and with pro- 
vision in the appropriation account for ad- 
justments bringing accounting concepts 
into line with economic concepts. At the 
same time every business should produce a 
third principal accounting report—a varia- 
tion of the funds statement—which will 
provide a summary of capital transactions 
for the period. 


The first step in applying these sugges- 
tions would be to have the funds statement 
Universally accepted and prepared. This 
should not be difficult in view of the fact 
that it provides information of vital im- 
portance to the managers of the business 
as well as to social accountants. The funds 
statement, together with the income ac- 
count and the balance sheet, could then 
form the basis of an annual census return, 
and the aggregation of these returns would 
enable direct estimates to be made for some 
of the most important social accounting 
transactions. 


It cannot be claimed that these proposals 
are impracticable. The London Economist 
been aggregating company accounting 


reports for 40 years, in spite of the difficul- 
ties caused by the absence of any uniform- 
ity in accounting form and procedure and 
the seeming desire, in many cases, to con- 
ceal rather than to disclose information. 
Since the British Companies Act was re- 
vised recently the Economist has been able 
to compile reliable and _ worth-while 
analyses of the income and financial state- 
ments of companies, even though the diffi- 
culty of ensuring comparability in regard 
to fixed asset and stock valuation still 
exists. The proposals made above would, if 
adopted, reduce this difficulty. 

The suggestions made with a view to in- 
troducing a certain degree of uniformity 
into the final reports are probably the mini- 
mum necessary. To some extent some sub- 
division of classification is necessary, but 
no major alterations are required. This is 
an important factor affecting the practica- 
bility of the proposals. Standardized ac- 
counting methods such as have been de- 
veloped in Germany and other Continental 
countries, or the uniform accounting pro- 
cedures of some industries in the United 
States, are far too detailed for purposes of 
social accounting. The latter requires a 
very broad classification only, and this 
corresponds fairly closely with the infor- 
mation which good accounting reports 
already give. It is suggested that one of 
the main virtues of the proposals we have 
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outlined is their simplicity—and yet it may 
be claimed that they omit none of the 
essential data. Their adoption would not 
involve businessmen in unnecessary form- 
filling or other burdensome tasks—by sug- 
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gesting a form of statement that they may 
use for their own purposes we have tried 
to combine what is agreeable to business. 
men with what is useful to social accoun- 
tants. 


THE ACCOUNTS OF GOVERNMENTS 


Government accounts, designed as they 
are to facilitate parliamentary control over 
revenue and expenditure, are not at pres- 
ent very suitable for social accounting pur- 
poses. But it has long been recognized that 
the accounts are not well suited even for 
their original purpose,‘ and in making 
them more adequate for this purpose it 
should be possible at the same time to en- 
sure that they throw up the information 
required for the social accounts.*® 


Improvements required to facilitate par- 
liamentary control over government ac- 
counts include a classification along func- 
tional lines instead of according to subject ; 
the keeping of accounts on an accrual basis 
instead of a cash basis (thereby ensuring 
that capital items can be distinguished 
from current items and that depreciation 
charges can be introduced into the ac- 
counts); and the making of a clear dis- 
tinction between different types of expendi- 
ture, e.g. those such as purchases of goods 
and services which generate new incomes 
directly, and those such as transfer pay- 
ments which do not. It is necessary also to 
end the procedure whereby the loan fund 
and trust funds are used to hide significant 
movements in the consolidated revenue 
fund by means of inter-fund transfers. 


The accountant will find a useful field 
here in which to apply his specialized 
knowledge. The classification of govern- 
ment accounts according to funds can be 
retained, and made to serve the purpose of 
disclosing rather than concealing informa- 
tion, if trust funds and the loan fund are 
made to assume the character of subsidiary 
records controlled by control accounts in 
the consolidated revenue account, which 
would then become a general account. Total 
movements in trust funds and the loan 
fund would then be reflected in the general 





“Cf. Ursula Hicks, Public Finance, p. 369. 
“See The Problem of Budgetary Reform, by 
J. R. Hicks (0.U.P.). 


account, and it would be impossible to dis- 
guise the budget by transferring revenue 
out of consolidated revenue into trust 
funds. 


The general account would then require 
a classification that distinguishes between 
current and capital items, that allows for 
depreciation charges, that distinguishes be- 
tween direct income-generating expendi- 
ture and transfer payments, and _ that 
classifies government expenditure accord- 
ing to function as well as according to sub- 
ject. The latter objective could be met by 
revising the major grouping of the ac- 
counts along functional lines and _ sub- 
dividing each of the groups according to 
subject. A form of clearing account could 
easily be designed to solve this problem of 
double classification.*® 


The loan fund and trust funds would 
also need to be classified along functional 
lines. At present not much more informa- 
tion is available about trust funds than the 
opening and closing balances and total 
revenue and total expenditure. For pur- 
poses of aggregation distinction must be 
observed between inter-fund transfers and 
other sources of revenue and expenditure, 
and the latter must be functionally classi- 
fied along lines parallel to the classification 
adopted in the general account. 


The loan fund control account would 
need to throw up a figure for net borrow- 
ings, and the following classification would 
seem to be desirable for social accounting 
purposes :— 


Loans Raised .. BY: . fem 
Add Opening Balance Loan 
Fund an ‘4 


——— 


$. xs 


® See ‘‘Government Accounts for Social Ac 
counting,’’ The Australian Accountant, December 
1948, by R. L. Mathews. 
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Deduct Redemptions .. £.... 


Closing Balance 
Loan Fund 


Net Borrowings, applied 
to— 


Current Deficits een. oH 


Capital Investment 


SR ae 
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There remains the problem of consoli- 
dating the accounts of all governments and 
local authorities. This involves the appli- 
eation of ordinary accounting principles, 
viz. uniformity of classification in the ac- 
counts of all public authorities ;*! uniform- 
ity of accounting periods; and the elimina- 
tion of all inter-governmental items. The 
biggest problem might be to get the neces- 
sary information from local authorities— 
this could be obtained by calling for an 
annual census return, classifying revenue 
and expenditure according to the signifi- 
eant functions that have emerged in the 
light of the above discussion. 


COLLECTING THE DATA FOR OTHER SECTORS 


The accountant is not able to make much 
contribution to the task of collecting in- 
formation from other sectors of the econ- 
omy. To complete the picture of savings 
and investment a direct estimate is re- 
quired of personal savings. This could be 
derived from a simple schedule, drawn up 
on the lines of the funds statement, which 
could form part of the income tax return. 

Information in regard to the inter- 
national sector is already available in the 
excellent balance of payments statistics 
now being prepared annually by the Com- 
monwealth Statistician. There are still 


gaps to be filled in, in regard to these statis- 
tics—errors and omissions comprise a size- 
able proportion of the overall balance of 
payments—but the problem is a statistical 
one to which the accountant can contribute 
little.®? 


Sut the above discussion should be suffi- 
cient to show that the accountant can make 
a significant contribution to the task of 
collecting information required for social 
accounting purposes. Accounting forms 
and techniques can be adapted fairly easily 
to the needs of the social accountant. 


IMPROVING THE RECORDING PROCESS=ZS 


The next major task at which the ac- 
countant might try his hand is that of im- 
proving the methods by which the social 
accounting transactions are recorded. It 
will be remembered that the social accounts 
usually comprise four or five current ac- 
counts, each representing a major sector 
of the economy, with a capital account to 
complete the double entry. The most im- 
portant account, the national income and 
expenditure account, is not part of the 
double-entry system at all, but has to be 
compiled by a complicated process of selec- 
tion from the other accounts. The signifi- 
cant classes of transactions which the social 
accounts are supposed to throw into relief, 
viz. consumption, saving, taxation, wage 
income, surplus income, etc., are certainly 
to be found in the accounts, but likewise 
can only be sorted out with some difficulty. 





"See the 14th Report of the Commonwealth 
Grants Commission. 


We need not concern ourselves with the 
reasons for this state of affairs—one con- 
sideration influencing the method of pre- 
sentation by sectors is probably the fact 
that information is collected by sectors; 
but we shall see whether the accountant has 
any tools at his disposal for making the 
social accounts record more clearly the in- 
formation that economists, and other 
people using the accounts, want to know. 


If a professional accountant were to be 
called in to prescribe a suitable system for 
recording the social accounts, he would 
want to know what classification is desired. 
This is because the classification has pre- 
sumably been determined with a view to 
collecting, in summary form, the informa- 
tion that is required. Now the social ac- 
counting systems in use throughout the 





= But see ‘‘The Balance of Payments and Ac- 
counting Concepts,’’ The Australian Accountant, 
November 1950. 
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New Horizons in Accounting—continued 
world, we have seen, all classify transac- 
tions primarily by sectors and secondarily 
by class of transaction. Yet economists and 
others using the social accounts-are obvi- 
ously more interested in a classification by 
groups of transactions than in a classifica- 
tion by entities—the national income and 
expenditure account itself gives the clue as 
to where their interests really lie. On the 
income side, as we have seen, national in- 
come is broken down into wages and sal- 
aries on the one hand and surplus income 
on the other; on the expenditure side, 
national expenditure is broken down into 
consumption and investment. We can go 
further than this, if we like—for example 
national income can be subdivided into 
labour income, entrepreneurial income, and 
property income, and national expenditure 
into the five or six main classes that the 
economist considers go to make up aggre- 
gate demand, e.g. private consumption and 
investment, public consumption and invest- 
ment, and net exports. But these are re- 
finements which can be made later—it is 
sufficient for the accountant to know the 
major functional groups into which the 
transactions of the economy should be 
classified. 

Once it has been decided that the pri- 
mary classification should be one grouping 
transactions according to their social ac- 
counting functions, the accountant will be 
in a position to offer some constructive ad- 
vice. Anyone with even a slight knowledge 
of accounting would stand aghast if it were 
suggested that private accounts should 
consist solely of personal accounts, and 
that all transactions should be made fit 
into the proprietor’s account, sundry credi- 


A. DERIVATION OF INCOME 





Persons (1) .. i ia .. 1190 


1190 








SOCIAL ACCOUNTS FOR AUSTRALIA 1949-50 


£ millions 


Wages and Salaries 
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tors, sundry debtors, bank, government, 
ete. And yet a set of double-entry accounts 
could be quite easily constructed along 
these lines, and would have a place for 
every transaction that occurred. That is 
to say there need not be any impersonal 
accounts at all. 

The reason for the horror which this 
suggestion would cause, of course, is not 
that such a system could not be compiled. 
It is just that it would not give us the 
information that we want in the way that 
we want it. We could no doubt ascertain 
net profit, cost of goods sold, ete., by 
making detailed analyses of the accounts, 
but these are the very jobs that we should 
make the accounts themselves do for us. 
Fortunately accountants are under no mis- 
apprehension regarding the value of imper- 
sonal accounts, and see that the accounts 
do throw up the information they want to 
know. 

Social accountants have not yet profited 
from this example. All their transactions 
are pushed into one or other of the sector 
accounts, and when any functional infor- 
mation is wanted, whether it be national 
income, consumption, wages and salaries, 
or one of the other major items always 
cropping up in contemporary economic 
discussion, then the sector accounts have to 
be laboriously analysed. The major task 
in regard to presentation of the social ac- 
counts, therefore, is to ‘‘impersonalize”’ 
the accounting system and make it carry 
out this analysis for us. 

The following statement is an attempt to 
do this using the data provided in the Aus- 
tralian National Income White Paper for 
1949-50. The figures in brackets have been 
inserted to show the double entry. 












National Income (2) ‘a .. 1 
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Income Surplus 


Income of Unincorporated Busi- National Income (4) 
nesses (3) a vs 730 


Surplus of Public Authority bed. 
ness Enterprises (5) .. . —6 


Company Income (6) 
Net Rent and Interest (7) .. 


B. DESTINATION OF INCOME 
Persons 


Consumption (8) .. ‘i .. 1645 Wages and Salaries (1)... .. 1190 

Taxation (9) are - .. 213 Deferred Pay (11) .. - - 1 
Savings (10) — oa Be 351 Income ‘of ee Busi- 

nesses (3) s - 730 

Rent and Interest (7) — in 122 

Dividends (12) sc 50 

Cash Social Service Payments ( 13) 116 

2209 


Costs (conventionally regarded as Rent and Interest (7 
consumption) (14) ae si 24 

Profits (15) .. - a sag 13 

Saving (16) .. - - ‘4 19 


56 


Companies 


Dividends to Persons (12) .. ‘i 50 Company income (6) 
Dividends Overseas (17) .. ns 23 Bank Profits (15) 
Taxation (18) 85 

Saving (undistributed profits) (19) 85 


243 


Government 


Consumption (22) .. a bé 220 Taxation (25) 
Transfers— Surplus of Public Authority Busi- 
Interest (7) 5a a Ke 97 ness Enterprises (5) 
Cash Social Service Payments Rent and Interest (7) 
(13) és a 
Capital Grants (23) a a 4 
Deferred Pay (11) - ad 1 
Available for Capital Formation 
(24) ah a sa .. 186 


574 
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Overseas 


Net Exports (20) . 5 Dividends (17) , 
Lending by Overseas Countries (21) 35 Rent and Interest (7) 


40 


C. DisposaL or INCOME 
Consumption 
National Expenditure (26) ..- 1889 Persons (8) .. 
Banking (14) 
Government (22 


1889 


Taxation 
Government (25) .. AS .. 557 Direct Taxes— 
Persons (9) 
Companies (18) .. 
Indirect Taxes (national product) 


(27) 
55 


Private Saving 


Capital Transfers (28) e we Persons (10) 
Capital Formation (29) .. ae Banks (16) LP %: = 
Companies eeueacunaian profits ) 
(19) bis = 
Depreciation Allowances (national 
product) (30) 


580 


Net Exports 
National Expenditure (31) ie 5 Overseas Account (20) 


D. AppiTions To CAPITAL 
Capital Transfers 
Jovernment Borrowing (32) oa 45 Government Grants (23) 
Lending by Overseas (21) .. 
Lending from Savings (28) 
4! 


Private Investment 


National Expenditure (33)— Capital Formation (34) 
Fixed Equipment es .. 461 
Stocks ay ‘a a co =e 


574 
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National Expenditure (35) 


Capital Formation (36) 


Capital Formation 

Private Saving (29) 
Government Saving (24) .. 
Government Borrowing (32) 


574 
181 


Private Investment (34) 
Government Investment (36) 


E. SUMMARY STATEMENT 


National Income and Expenditure 


Wages and Salaries (2) ... 1190 
Income of Unincorporated 
nesses (4) = ee ; 
Surplus of Public Authority Busi- 
ness Enterprises (4) .. 53 6 
Company Income (4) 230 
Net Rent and Interest (4) 121 
2265 
259 
125 
2649 


Busi- 
730 


National Income 
Indirect Taxes (27) a 
Depreciation Allowances (30) 
Gross National Product 


It will be seen that the former emphasis 
on sectors has given way to emphasis on 
economic significance of transactions. This 
has been made possible by the introduction 
into the system of impersonal accounts, 
and although accounts are retained for en- 
tities — persons, governments, etc. — these 
are relegated to the position of clearing ac- 
counts which are receptacles for income 
and sources of outlay. 

The national income and expenditure ac- 
count itself forms part of the double entry, 
and the flow of income and expenditure 
items into the account can be easily identi- 
fied. Similarly capital transactions are 
conveniently grouped to take up the flow 
of savings, investment, and capital trans- 
fers. 

One of the major revisions to the exist- 
ing White Paper is the exclusion of the 
trading enterprises account. This is neces- 
sary because the transactions recorded in 
the White Paper account do not give a 
complete picture of the production pro- 
cesses taking place within the economy. It 
would be desirable to carry the accounts 
back a stage further to record these pro- 


Consumption Expenditure (26)— 
Persons 1645 
Banks a Pp os 24 
Government 220 

Capital Formation— 
Private (33) 
Government (35) 


574 
18] 


Net Exports (31) 


Gross National Expenditure 


duction transactions, but at present the 
necessary information is not available. 
Meanwhile, however, the national income 
account itself can be regarded as a sum- 
mary or control account for production, 
and perhaps the most useful supplement 
to the information recorded in these ac- 
counts would be the addition of a set of 
subsidiary accounts, controlled by the 
national income and expenditure account, 
classifying production by industries—pri- 
mary, secondary, tertiary—and industrial 
groups. This would complete the system 
of social accounts and enable them to 
record the same information from three 
different viewpoints: income, outlay, and 
production or value added. 


There can be no argument against the 
approach adopted in this section of the 
paper on accounting grounds. If it is to be 
attacked it must be on grounds of classifi- 
cation, but it should be noted that the 
classification adopted is not the one used 
by accountants in compiling their income 
statement, but the one developed by 
economists. 
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The advantages of the approach should 
by now be clear. We have shown how it 
overcomes the defects of the existing 
methods of recording the social accounts, 
by bringing the system into line with solid 
accounting practice and showing the flow 
of the main groups of transactions into the 
national income and expenditure account, 
which thus forms part of the double-entry 
system. What is perhaps not so obvious to 
economists is the flexibility which is intro- 
duced into the system. Just as a set of 
private accounts can be adapted to any 
conceivable kind of transaction, so could 
the above set of social accounts perform 
any task that is asked of it. To realize the 
rigidity of the traditionalesystem one has 
only to think of the difficulties that would 
be involved in any attempt to introduce, 
into the sector accounts, transactions affect- 
ing national balance sheet items, e.g. fixed 
assets, stocks, ete. 
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In the above system, on the other hand, 
assets and equities could be introduced by 
elementary accounting entries, debiting 
asset accounts with their estimated value, 
and crediting persons, government, ete. 
with their respective shares of ownership, 
Each year’s transactions would then result 
in additions to ownership (i.e. saving) or 
liabilities (i.e. borrowing), and in additions 
to assets (i.e. investment or lending). The 
balances remaining after compilation of the 
national income and expenditure account 
would go to make up the national balance 
sheet. The account for capital transac- 
tions, containing details of savings, invest- 
ment, ete., would no longer be part of the 
accounting system, but would be compiled 
in exactly the same way that the funds 
statement is compiled in private account- 
ing practice. This is no accident, because 
the capital account in the social accounts 
is just a ‘‘statement of sources and disposi- 
tion of funds’’ for the economy as a whole. 


PRESENTATION OF THE SOCIAL ACCOUNTS 


We have already seen that presentation 
in social accounting involves more than 
The 


presentation in private accounting. 
latter is restricted to the presentation of 


summary statements such as the income 
statement, the funds statement, and the 
balance sheet; but the former involves the 
presentation of the complete set of social 
accounts as well as the one summary state- 
ment, the national income and expenditure 
account. This being so, the proposals put 
forward in the preceding section with a 
view to improving the lay-out of the social 
accounts have obvious significance from 
the point of view of presentation. It is 
suggested that the adoption of these pro- 
posals would increase the usefulness of the 
social accounts because more people would 
understand what it is they are designed to 
convey. 

The question remains, however, as to 
whether it is sufficient to rely on one sum- 
mary statement, the national income and 
expenditure account itself. This account 
certainly throws up some useful informa- 
tion—sources of income on the one side and 
forms of outlay on the other—but it may 
be doubted whether these are the only sig- 
nificant groups of transactions which the 
-social accounts should highlight. 


It is not within the accountant’s pro- 
vince to suggest what other summary state- 
ments might be presented, although he 
might wonder, when he thinks of his own 
funds statement, why social accountants 
have not given more emphasis to the capi- 
tal transactions which take up such a large 
part of the social accounting framework. 
And if, indeed, the accountant were to ask 
the economist what are some of the most 
important economic transactions which the 
social accounts might set out to define in 
quantitative terms, he would almost cer- 
tainly find that the answer centres around 
these capital transactions. 


The first suggestion that we might make, 
therefore, is that another summary state- 
ment should be prepared, corresponding to 
the funds statement in private accounting. 
There will then be two final statements in 
social accounting, the national income and 
expenditure account and the national 
funds statement (or savings and invest- 
ment account or capital transaction ac- 
count), and consideration might well be 
given to the advantages of adding a third, 
the national balance sheet. The case for 
placing a national funds statement in 4 
prominent position alongside the national 
income statement should be so obvious to 
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accountants nurtured on the private ac- 
counting funds statement as not to require 
emphasis. The fact is that capital transac- 
tions are even more important to the social 
accountant than to the private accountant. 
It can be claimed that the distinction be- 
tween capital and revenue is invalid in 
private accounting ;** but in social account- 
ing the distinction is vital. 


NATIONAL INCOME 
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The presentation of the two statements 
could take the following form. The national 
income account will be a modified version 
of the national income account in the set 
of accounts described above; and the capi- 
tal transactions account will summarize the 
transactions recorded in the ‘‘additions to 
capital’’ section of the system. 


AND EXPENDITURE 


£ millions 


1190 
954 
121 


Labour Income 
Entrepreneur Income 
Property Income 


2265 
259 


125 


National Income 
Indirect Taxes 3 
Depreciation Allowances 


2649 


Gross National Product 


CAPITAL 


Consumption Expenditure— 
Government 
Private 


Capital Formation— 
Government 
Private 


Net Exports 


Gross National Expenditure 


TRANSACTIONS 


£ millions 


Capital Formation— 
Government 
Gross Private 

vestment— 
Fixed sosuunae 
Stocks 


In- 
461 


755 


ANALYSIS OF THE 


The national income and expenditure ac- 
count itself is best regarded, perhaps, as 
the account which indicates the long-term 
prosperity of the nation—it performs the 
same task that the proprietary ratio per- 
forms in the analysis of private accounts. 

This is so because it records total income 
and thus gives a measure of over-all wel- 


Funds Applied 


Personal Saving— 
Direct : 
Through Assurance F unds 


Corporate Saving— 
Undistributed Profits 
Depreciation Allowances. . 


Government Saving 
Government Grants 
Lending by Overseas Countries 


Funds Provided 


SOCIAL ACCOUNTS 


fare: because it shows how total income is 
divided between some important economic 
groups and thus gives a measure of sec- 
tional welfare; and because it shows how 
much income is being devoted to capital 
formation, i.e. is being put aside for future 
use, and thus gives a measure of future 
welfare. But what relationship, in social 








=Cf. A. A. Fitzgerald, Inherent Limitations of 
Accounting, paper read to A.N.Z.A.A.S., January 
1949. 


* The classification of income into labour in- 
come, entrepreneur income, and property income 
follows Mr. H. P. Brown. See The Composition of 
Personal Income, paper read to Canberra Branch 
of the Economie Society, 8 November 1948. 
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New Horizons in Accounting—continued 
accounting, performs the task of the work- 
ing capital ratio—that is, provides a 
measure of the short-term position of the 
economy? The answer is that short-term 
prosperity is best viewed as a question of 
maintaining equilibrium in three funda- 
mental relationships: the private savings- 
investment relationship, the government’s 
revenue and expenditure (the budgetary 
ratio), and the balance of payments. If any 
one of these relationships gets out of bal- 
ance, and the position is not restored by an 
opposite disequilibrium in one of the two 
other relationships, then the economy as a 
whole will be subject to either inflationary 
or deflationary pressures. 

The importance of these relationships 
stems from the fact that income-expendi- 
ture flows are not necessarily self-perpetu- 
ating. Income may be spent, and thus 
create new income, in one of four ways :— 

(i) Private Consumption Expendi- 
ture ; 

(ii) Private Investment Expenditure ; 

(iii) Government Expenditure ; 

(iv) Expenditure by Overseas Coun- 
tries on Exports. 


Only private consumption expenditure 
automatically gives rise to the same amount 
of income in the second period as was avail- 
able in the first period, thus ensuring 
stability in incomes (and employment) 
over a period of time. Expenditure on in- 


vestment has to be matched against 
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savings, and there is no guarantee that 
people’s plans for investment will exactly 
equal other people’s intentions to save, 
Similarly government expenditure has to 
be matched against taxation, and exports 
have to be matched against imports. If 
pressure to invest is greater than savings 
being put aside to finance the investment, 
or if government expenditure exceeds taxa- 
tion, or if exports are greater than imports, 
there will be an upward pressure of de- 
mand leading to higher incomes through 
rising prices; that is to say, there will be 
short-term instability in the economic sys- 
tem. And vice versa if pressure to spend 
is less than the sums available to finance 
such expenditure. 

Now the question which we, as accoun- 
tants, are interested in is whether these re- 
lationships can be recorded in quantitative 
terms. The ex post expression of the three 
relationships may be identified in the sys- 
tem of social accounts outlined above as 
follows. The private saving-investment re- 
lationship is expressed in the accounts for 
private saving and private investment; the 
budgetary ratio is expressed in the account 
for government; and the balance of pay- 
ments is summarized in the overseas ac- 
count (which should, however, now be ex- 
panded to show both exports and imports 
instead of net exports only). 

If these three accounts are added to- 
gether in the one account, a useful state- 
ment can be compiled as follows :-— 


STABILITY RELATIONSHIPS 


£ millions 


Private Investment— 
Fixed Equipment 
Stocks sg 


Government Expenditure— 
Consumption i. . 8 
Transfers .. + ~ 
Investment i os 181 
Outlay by Overseas Countries- 
Exports ia af .. 607 
Invisibles .. — = 33 
— 640 


Funds Applied os a .. 1833 


Private Savings— 
Personal Saving .. 
Corporate Saving .. 
Capital Transfers 


Government Revenue— 
Taxation 
Other Income 


Receipts by Overseas Countries— 
Imports bia = ay 7 Sp 
Invisibles .. - ‘ 138 


Funds Available 


(Continued on page 187) 
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New Horizons in Accounting—continued 
This statement summarizes the total 


funds available for non-consumption ex- 
penditure and the total funds applied for 
purposes other than consumption. 


It is, to repeat, the ex post expression of 
the three relationships. When the accounts 
are added together in this way their totals 
are analogous to the Keynesian identities 
savings and investment, and we therefore 
have a very useful statement indeed. It 
suggests, for example, that the relationship 
between government revenue and expendi- 
ture was such that governments were, on 
balance, an inflationary force, also that the 
balance of payments was exerting a defla- 
tionary influence on the economy. 


But the statement does only express ex 
post relationships; by definition total 
saving and total investment have to equal 
one another, so that all we have done is to 
record at what particular level their equa- 
tion has been realized. The fact is that in 
this instance their equation was only made 
possible by an inflationary rise in prices 
and incomes which involuntarily added to 
savings and choked off investment. We do 
not know to what extent total savings in 
an ex ante sense were insufficient to finance 
all the investment that people wished to 
indicate; we can merely guess, from infor- 
mation derived from other sources, that 
they were insufficient. Likewise we cannot 
even say, as it would appear we can say 
from the recorded figures, that the private 
savings-investment relationship was -defla- 
tionary in its effect. Plans for private in- 
vestment may well have exceeded intended 
savings—if this was so the statement 
merely tells us that some plans for private 
investment had to be deferred because the 
government was more successful in obtain- 
ing command of the necessary resources. 


Because of these difficulties the state- 
ment, whilst extremely useful, is an im- 
perfect expression of the three relation- 
ships we have described. What we really 
need to do is to express the relationships in 
ex ante terms; that is relate intended pri- 
vate savings to intended investment, esti- 
mated government expenditure to esti- 
mated government revenue, and estimated 
receipts on overseas account to estimated 
payments. What is necessary, in fact, is 
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that we have recourse to the concept of 
budgeting, and consider not the last but 
the next year. 


If we can express the stability relation- 
ships in the form of a budget with some 
degree of reliability, the implications for 
economie policy are clear. If, repeating the 
example given earlier, it seems likely that 
private investment plans for the ensuing 
year will exceed estimated saving by £100 
millions, and that there will be a balance of 
payments deficit of £50 millions, then the 
government must either budget for a sur- 
plus of £50 millions or must take action to 
influence these other relationships, in 
which case the budget surplus may not 
need to be so high. 


It is doubtful whether this kind of arith- 
metic is tackled in Australia at all; the re- 
lationship between the Budget and the 
savings-investment ratio and the balance 
of payments is probably considered in a 
general way only. In fact, the arithmetic 
is carried out in the United Kingdom, but 
to ascertain the sums involved a careful 
analysis of {wo documents is necessary : the 
Economie Survey, which estimates the in- 
flationary/deflationary gap which arises 
out of the savings-investment ratio and the 
balance of payments; and the Financial 
Statement, which records the government’s 
fiseal plans for meeting the gap. 


But, whether the arithmetic is carried 
out or not, there is an obvious case for de- 
veloping an accounting statement which 
will record the position and thus ensure 
that the vital inter-relationships cannot be 
overlooked. In Australia this would mean 
first of all making a careful series of esti- 
mates on the lines of the British Economic 
Survey; in the United Kingdom most of 
the relevant information is available in 
various sources—particularly the Economic 
Survey and the budget papers—and it is 
merely a matter of presenting it in the one 
summary statement. This I have endeav- 
oured to do, with as much information as is 
available, in what I shall call the National 
Economie Budget, which sets out the 
recorded figures for 1950-1 (the ez post 
figures bearing on the three relationships) 
and, what we are really interested in here, 
the estimates for 1951-2. 
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A NATIONAL Economic BUDGET FOR THE UNITED Kinepom 1951-2 


£stg. millions 


Investment Ete. 
Esti- 
Actual mated 
1950-1 1951-2 


Investment 2307 


Sur- 


Gross Domestic 
Balance of Payments 
plus 99 


2336 


Investment ete. 


Insufficient information is available to 
record in detail the three relationships we 
are trying to isolate; in the United King- 
dom White Papers investment is not split 
up into private and government invest- 
ment, so that in effect the first two relation- 
ships, savings-investment and government, 
have to be combined; and only the net bal- 
ance of payments figure is available for 
1951-2. Nevertheless this statement gives a 
complete, if somewhat condensed, picture 
of the economic situation which has been 
forecast for the United Kingdom during 
the current year. From the point of view 
of the Chancellor of the Exchequer, the 
item ‘‘central government surplus’’ would 
be regarded as a balancing item, derived by 
setting up the statement in this particular 
form, which he then employs as the corner- 
stone of his Budget. It is obvious, from the 
figures presented, that in drawing up his 
Budget for 1951-2 Mr. Gaitskell paid close 
attention to the savings-investment position 
and the balance of payments; this state- 
ment shows clearly the inter-relationships 
that exist between the Budget and these 
other ratios. 


A similar statement, expanded to show 
all the headings provided in the statement 
on p. 36 could easily be drawn up in Aus- 
tralia when the Budget is being prepared. 
The statement could be regarded as a sum- 
mary of the assumptions underlying the 
Budget, and although the estimates would 


Savings Ete. 

Esti- 

Actual mated 

1950-1 1951-2 

Private Savings 1718 1918 
Government Surplus— 
Central Government 


; 561 
Other Public Authorities. . 


997 


2506 


Gross Domestic Savings 


2506 


eee 


Savings ete. 


be subject to a considerable margin of error 
this is not a reason for not attempting to 
make them. The fact that the statement 
does emphasize the inter-relationships be- 
tween the main economic variables would 
make it, if it were to be included with the 
budget papers, one of the most important 
economic documents available in Australia. 


With this suggestion I shall conclude. 
There is still tremendous scope for the ac- 
countant to advise the economist on form 
and methods of social accounting. It would 
be possible, for example, to extend the sys- 
tem of analysis, already employed in the 
Australian White Papers, whereby some of 
the major national income and expenditure 
items, e.g. gross fixed capital investment, is 
shown as a percentage of gross national 
product. Much can be learned from a 
simple inspection of what Mr. A. A. Fitz 
gerald calls ‘‘trends in structural relation- 
ships’’ as applied to social accounting. The 
last national income White Paper showed, 
for example, that imports as a percentage 
of gross national product have risen from 
9 per cent in 1945-6 to 23 per cent in 
1949-50; whilst the percentage of gross 
fixed capital investment to gross national 
product has increased from 11 per cent in 
1945-6 to 24 per cent in 1949-50. The 
former trend goes a long way towards ex- 
plaining how it has been possible to in- 
erease capital expenditure to the extent 
suggested by the latter; the latter provides 
a measure of the heavy investment pressure 
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now being applied to the Australian econ- 
omy and thus helps to explain the current 
inflation. Useful analysis can also be under- 
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taken by deflating some of the elements of 
national income and expenditure for price 
changes, thus obtaining a measure of 
‘*real’’ changes in these elements. 


CONCLUSION 


But these are tasks for the economist, 
and thus extend beyond the scope of this 
paper. The accountant can recommend the 
technique, but its application to specific in- 
stances must remain the responsibility of 
the economist. Perhaps the most important 
suggestion which the accountant can make 
is that the estimates are only estimates, so 
that it is dangerous to accredit them with 
more accuracy than they claim to possess. 
Accountants are aware of the limitations 
which attach to private accounting state- 
ments, based as they are on a mixture of 
historical facet, estimation, and sometimes 
nothing more than informed guesswork. 
The limitations which attach to the social 
accounts, which are based less on historical 
fact and more on guesswork, should there- 
fore be obvious. The White Paper itself is 
careful to qualify its estimates in these 
terms: ‘‘It must be emphasized that the 
figures in this paper are not based on exact 
information. They are estimates based on 
incomplete information gathered together 
from a number of sources. In many cases 
the full range of this information is not yet 
available. ...It follows that... care should 
be exercised in using the figures... .’’ 
Unfortunately, as we have seen, economists 


have not always exercised care in using 
the social accounts, and accountants will be 
performing a useful function if, from the 
benefits of their own experience, they 
underline the pitfalls that await the too- 
enthusiastic use of unreliable data. 

But, to return to the principal theme of 
this lecture, the most important function 
which the accountant can perform is to 
reduce the element of guesswork in the 
social accounts and show how they may be 
based on more reliable data. I hope that I 
have shown that the most reliable informa- 
tion that is available is to be found in the 
every-day accounting reports of the 
nation’s businesses and governments; and 
that I have given some indication as to how 
this information may be extracted and re- 
corded with the aid of private accounting 
techniques. If my thesis is correct, then 
social accounting is not so much a new art 
as the development of an old one. This 
should be good news to economists and 
others concerned with the compilation of 
the social accounts—instead of having to 
invent new techniques and build up a new 
tradition they have merely to add to a 
foundation that has already been firmly 
established. 


Facile est inventis addere. 





COMMENTARY BY A. A. FITZGERALD 


This lecture has been just what has been 
needed by Australian accountants at the 
present stage of their knowledge of the 
aims and methods of social accounting. 

It has been no esoteric dissertation, but 
a clear statement, in the accountant’s own 
language, of the economic-accounting prob- 
lems of social accountants, which must be 
understood before they can be tackled. 

But it is more than that. Mr. Mathews 
has, I believe, contributed original thought 
as to the method of using private account- 
ing technique for social-accounting pur- 
poses. In particular, his suggestion that 


the set of social accounts should include 
impersonal accounts, leading up to a 
national income and expenditure account, 
is a most valuable idea. 

So also is his plea for the view that 
social accounting is the development of an 
old art of presentation of accounts rather 
than a new art. 

It must be remembered that accounting 
serves many useful purposes. It may be 
that, in social accounting, it will some day 
reach its highest level of achievement. But 
its humbler contributions to the welfare of 
industry and commerce, upon which 
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New Horizons in Accounting—continued 
national welfare itself depends, cannot be 
ignored, and should not be allowed to be 
pushed into the background by social ac- 
counting. 

That is to say, emphasis in the develop- 
ment of social accounting should be on 
adaptation of private accounts, and not on 
the domination of all accounting by social 
accounting. 

The lecturer has given clear indications 
that such adaptation is possible, even where 
there are apparent differences between 
economic and accounting concepts. His 
description of the way in which, without 
departing from orthodox accounting, the 
economist’s concept of depreciation may be 
reconciled with that of the accountant is a 
case in point. 

This, of course, is not to say that ac- 
countants can, or should, fail to respond to 
the statistician’s call for more and better 
information . 

On the contrary, the statistician is 
thoroughly well justified in looking to the 
accountant for help in a matter of aecount- 
ing, and he must get the information if 
economic research is to proceed on sound 
lines. 

There is an alarming suggestion in Mr. 
Mathews’ references to the sources from 
which statisticians in the past have drawn 
their data. Gregory King’s reliance on 
hearth-tax data has been paralleled in our 
own time by the use made by statisticians 
of pay-roll tax statistics. Is it possible that 
arguments for the imposition of new taxes 
may be reinforced by the claim that only 
by their imposition can vital statistical 
data be obtained? Let us by all means 
provide all the data we can without resort 
to such methods of painful extraction. 

But it is to say that, though we may fix 
our eyes on the new horizon, we must con- 
tinue to be careful not to stumble over the 
step. 

Special interest attaches to Mr. Mathews’ 
comments on the form of presentation of 
the social accounts. As accountants are 
slowly realizing, forms of presentation of 
information are not necessarily determined 
by the forms in which information is most 
conveniently recorded. So, in recent years, 
accountants have been turning more and 
more to statistical forms of presentation. 
Now, it seems, statisticians are inclined to 
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adopt, for social-accounting purposes, the 
old-fashioned account forms. There is some 
risk that in concentrating on the two-sided 
form of presentation social accountants 
may miss the full implication of the 
philosophy of double entry—which is not 
merely a formal system of dual record and 
arithmetical equilibrium between two sides 
of accounts, but complete recording of 
complementary aspects of financial transac- 
tions viewed as a whole. 

Accounting records are normally main- 
tained in the form of an equation, with two 
equal sides. Accounting statements may be 
presented in similar form, or alternatively 
and preferably in ‘‘step’’ or ‘‘plus and 
minus’’ form. As applied to one of the 
fundamental social - accounting relation- 


ships, the alternatives are :-— 


Equation form— 
National income = consumption + 
saving ; 


Step form— 
National income 
less consumption = 
savings (the residual item). 

Now, as Mr. Mathews has so pertinently 
emphasized, many of the important items 
in the social accounts are residual items. 
It is desirable that the distinction between 
directly-measured items and residual items 
should be sharply drawn. Does it not seem, 
therefore, that the ‘‘step’’ form is particu- 
larly well adaptable to presentation of the 
social accounts? And is there not danger 
that social accountants, dazzled by their 
belated discovery of what Mr. Mathews 
calls ‘‘the two-sided nature of all transac- 
tions within the economy,’’ may fall into 
the trap, from which accountants are 
escaping, of obscuring presentation by 
hidebound persistence with two-sided 
forms? 

The lecturer has touched on the vexed 
question of terminology. There is a real 
dilemma here. Should we attempt to bring 
the accounting meanings of old terms into 
line with their economic meanings, oF 
should we devise new terms for social ac- 
counting? There are dangers in either 
course. The accounting and the economic 
meanings of such common terms as capital, 
income, profit, depreciation, are so wide 
apart that they can scarcely be reconciled 
without complete revision of accounting 
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New Horizons in Accounting—continued 
concepts which have only recently become 
more or less generally accepted by accoun- 
tants. On the other hand, it must be con- 
fessed that some of the newer terms used 
in social accounting have a strange ring in 
our ears. Resting account, for example, or 
the use of ‘‘borrowing’’ to include saving, 
of ‘‘lending’’ to include increase in quick 
assets, or of ‘‘depreciation’’ as a form of 
saving. 

On the question of depreciation, Mr. 
Mathews has pointed out that, to arrive at 
gross national income, depreciation allow- 
ances must either be added to net income 
or deducted from gross expenditure, and 
that usually the former course is followed. 
Why not the latter? It is manifestly less 
open to misunderstanding. 


The Australian Accountant 


191 


In the arrangement of these Common- 
wealth Institute Research lectures it has, | 
believe, been intended that each lecturer 
should deliver a series of three successive 
annual lectures on the same subject or on 
closely-related subjects. In this way, the 
lectures have been designed to encourage 
sustained and intensive research into par- 
ticular aspects of accounting. 

Unfortunately, for various reasons, this 
has so far rarely been done. It is to be 
hoped that this will be one of the instances 
in which the original plan can be main- 
tained. Social accounting is far too big a 
subject to be dismissed in one lecture, and 
Mr. Mathews has amply demonstrated his 
qualifications to lead us much further along 
the road. We shall all hope that he will be 
willing to do so. 


COMMENTARY BY MISS JEAN POLGLAZE 


May I, first of all, say thank you to the 
Commonwealth Institute of Accountants 
for asking me here tonight, and congratu- 
late them on having secured such an able 
piece of research for their Twelfth Annual 
Lecture? When Mr. Mathews was here as 
a student, a short time ago, it seemed clear 
that, as a good accountant and a good 
economist, he was our best hope for re- 
search in the new field of social accounting. 
Having heard his paper tonight, you will 
agree that our hope has been fulfilled. He 
has indeed performed the double task of 
explaining to accountants what the 
economists want, and of explaining to the 
economists what the accountants can do. 
Many things in the paper call for detailed 
discussion at some appropriate time. My 
comments now will be brief. 

It is a long time since I knew anything 
about accounting, but it has sometimes 
seemed to me a little presumptuous of the 
economists and statisticians to give the 
name ‘‘social accounts’’ to the classifica- 
tions of transactions they study for light 
on problems of income determination and 
economic policy. Accounting has travelled 
a long way beyond recognition of the bal- 
ancing properties of accounts. A more 
modest name like ‘‘income flow classifica- 
tions’’ cr something of the sort would have 
left the accountants unmoved. Will the 
professional interest and criticism called 
forth by ‘‘social accounting’’ lead to fruit- 
ful co-operation ? 


Basically, the accountants and _ the 
economists are interested in the same thing 
—recording and presenting transactions 
but there are real differences in their ap- 
proach. The accountant looks on transac- 
tions from the point of view of the firm or 
organization in a given legal and institu- 
tional framework; the economist looks on 
these transactions from the point of view 
of the economy as a whole. Even more im- 
portant, the accountant thinks in terms of 
actual money flows; the economist in terms 
of real goods and services, which, for want 
of an alternative, he measures in money. 
It is a real contribution of Mr. Mathews’ 
paper to show that these differences can 
be reconciled without asking the accoun- 
tant to abandon his position. If we can 
agree that things like ‘‘income’’ and ‘‘de- 
preciation’’ are not given in nature, that 
they are concepts defined for a particular 
purpose, then reconciliation depends on 
making allowance for the different pur- 
poses. All that need be asked of the ac- 
countant is that he should make it possible 
for his accounts to satisfy the economist’s 
purpose as well as his own. When Mr. 
Mathews had demonstrated this reconcilia- 
tion and shown, too, how the funds state- 
ment could provide an answer to the econo- 
mist’s prayers, I was inclined to think that 
his paper should have been called ‘‘New 
Hope for Statisticians.’’ But is he being 
too optimistic? Is the plan of an annual 
census return more than a tantalizing 
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prospect? Granted that good accounting 
practice could provide the information 
needed, what are the chances of good prac- 
tice becoming general practice through the 
whole wide range of the trading enterprise 
and government sectors? I have an idea, 
too, that useful results would require some 
revision of taxation law and procedure. 
These doubts are, of course, no reason for 
not attempting the experiment. Perhaps it 
would be practicable to begin with public 
eompanies, which aceount for a substantial 
proportion of the sector, and build from 
there. It is at any rate clear that the diffi- 
culties of reconciliation are practical ones. 
Another part of the paper which seems 
to me both useful and original is that which 
suggests the presentation of the social ac- 
counts in a functional classification of im- 
personal accounts, with the national-income 
and expenditure account as part of the 
double entry. The five sector accounts and 
the capital account presented in the White 
Paper are an unduly condensed presenta- 
tion for most purposes for which social ac- 
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White Paper uses the sectors as a primary 
classification of transactions, other classifi- 
eations are implicit, and the data may 
therefore be re-classified in a number of 
ways. Mr. Mathews has shown us one use- 
ful way in his re-classification. The sector 
accounts are, however, rather more impcrt- 
ant to the economist than personal accounts 
to the accountant, and when we want to 
consider the ‘‘from whom to whom’’ aspect 
of transactions the sectors serve as a pri- 
mary classification. For this purpose, we 
have used a re-classification of the. White 
Paper data which shows the production, 
distribution, disposal, and capital accounts 
within each sector and derives the national 
aggregates from the addition of the five 
sectors. Other useful re-classifications may 
well be developed for other purposes, for it 
is clear that social accounting has great 
virtue as a flexible instrument of presenta- 
tion. It will become more flexible as the 
data improves and as the economist learns 
more of the accountant’s tricks of trade. 

I resist the temptation to comment on the 
last section of the paper, except to say that 
it makes a most interesting ending to a 


counting data is used. It is important to 


remember, however, that although the really fine piece of work. 





DON’T USE “BONUS” 


Recent criticism by company chairmen of the official attitude to issues of capital 
by way of capital bonus is given further point in the annual report of the Issuing 
Houses Association. The report is over the signature of the chairman, Mr. R. H. 
Vivian Smith, of Morgan Grenfell & Co. Ltd., representing the fifty-five member in- 
stitutions, some of them in their second century of experience in the raising of capital. 

The Association wants some alternative for the word ‘‘bonus’’ in connexion 
with the operation of bringing the issued capital of a company into relation with its 
net worth. ‘‘Bonus,’’ they say, is misleading. On the other hand, they admit can- 
didly that endeavours made during the year to find some other expression have been 
unsuccessful, and they can only suggest that members, when referring to the capitali- 
zation of reserves, should avoid the use of the words ‘‘bonus.’’ 

Let us hope that by next year some new expression will be found that will re- 
ceive general acceptance, for the use of the word ‘‘bonus’’ in this connexion has un- 
doubtedly led to misrepresentation and political bitterness. It is a subject which 
ought to interest accountants, seeing that it touches their sphere so closely. 

—The Accountant, 17 February, 1951. 


[What about it, readers? Your suggestions would make a very useful paragraph 
for ‘‘The Clearing House.’’—Ed., A.A.] 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


INTERNAL AUDITING 


In U.S.A. the scope and responsibility of 
the internal auditor is being rapidly ex- 
tended. Victor Z. Brink, in The Journal of 
Accountancy, October 1951, on how in- 
ternal auditing can assist management in 
maintaining better controls, quotes with 
approval the following definition of the 
responsibilities of the internal auditor, 
issued by the Institute of Internal Auditors 
in 1947: ‘‘Internal auditing is the inde- 
pendent appraisal activity within an 
organization for the review of the account- 
ing, financial, and other operations as a 
basis for protective and constructive ser- 
vice to management. It is a type of control 
which functions by measuring and evalu- 
ating the effectiveness of other types of 
control. It deals primarily with accounting 
and financial matters, but it may also 
properly deal with matters of an operating 
nature.’’ He goes on to examine and ex- 
plain this definition, and to emphasize the 
need for independence and detachment on 
the part of the internal auditor, and the 
complete separation of internal auditing 
from line-accounting activities. Two types 
of service are rendered by the internal 
auditor— 


(a) protective ; 


(b) eonstructive. 


Protective services include verification of 
records, compliance with planned pro- 
cedures, and conservation of assets. Con- 
structive services include the appraisal of, 
and recommendations concerning, policies, 
procedures, and performance. 

An article by Walter B. Meigs, on the ex- 
panding field of internal auditing, in The 
Accounting Review, October 1951, strikes a 
similar note. He defines the scope of in- 
ternal auditing as— 

1. Critical appraisal of the accounting, 
financial, aud other internal records and 
procedures for the purpose of determin- 
ing the degree of reliability of account- 
ing reports and operating data developed 
within the organization. 

. Review of policies and procedures, and of 
actual performance in all divisions of the 
company, for the purpose of determining 
whether such policies and proeedures are 
eurrent and adequate and are being 
effectively carried out. 

.Continuous review, evaluation, and 
modernization of the system of internal 
control. 

A particularly interesting part of this 

short article is the discussion of the rela- 

tionship between the internal auditor and 
the independent public accountant: their 
work is complementary, not competitive. 


FINANCIAL STATEMENTS 


In The Accounting Review, October 
1951, Josef Goliger, on the inventory chal- 
lenge, discusses the controversial question 
whether fixed costs should be included in 
inventory values. He contends that they 
are true period costs, and nothing else, and 
should therefore not be ineluded in inven- 
tory values. A new form of income state- 
ment is suggested, clearly distinguishing 
variable costs from fixed costs, and mar- 
ginal income from operating income. 


Bertram Nelson, in Accountancy, Sep- 
teraber 1951, has the second part of a 
paper, the first part of which appeared in 
the August issue, on profit and loss state- 


ments. This part of the paper deals mainly 
with the legal definition of profit, the effect 
of profits on national income and savings, 
international aspects such as the free move- 
ment of profits between countries, and the 
opportunities of the accountancy profession 
to meet the need for figures gathered for 
the express purpose of controlling and 
planning operations. 

Two articles in The Journal of Accoun- 
tancy, September 1951, deal wiih speci- 
alized aspects of financial statements. 
Robert O. Berger pleads for simpler and 
less technical descriptions of long-term debt 
and sinking funds, and P. N. Wehr, 
Junior, on the accountant’s responsibility 
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for disclosure of fixed-asset commitments, 
discusses the ways in which such commit- 
ments may be disclosed— 

(a) in the president’s report; 

(b) in balance-sheet footnotes; or 

(ce) in the audit report. 
He enquires pertinently why they should 
not be disclosed in the balance sheet itself. 
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The article also examines the treatment of 
‘*reserves’’ other than depreciation. 

The Accounting Review, October 1951, 
has what it is thought is the first article 
in that journal by an Australian writer. 
L. Goldberg, of Melbourne, in an article 
entitled ‘‘The Funds Statement Recon- 
sidered,’’ argues for the concept of funds 
as a flow of resources rather than as cash 
working capital or current assets. 


PROFESSIONAL RESPONSIBILITY 


In The New York Certified Public Ac- 
countant, August, Colin Park deals with 
public relations and professional responsi- 
bility. The profession cannot grow in its 
usefulness to the national community, he 
says, without the public’s confidence in the 
validity of our dedication to high technical 
and ethical standards. The part played by 
institutes in promoting this confidence 
through publications, broadcasts, and the 
like, is discussed. More is needed by way 
of earning and deserving greater public 
respect and faith. In order to win greater 
acceptance, accounts must be dedicated to 


real public service, and must provide clear 
and honest information based upon inno- 
vative planning. The limitations of ac- 


counting should be explained in non-tech- 
nical language. There should be a widen- 
ing of tne breadth of professional method- 
ology, and an intensification of efforts to 
approximate more clearly to fundamental 
economic principles in financial statements. 
Accounting analyses should reflect under- 
standing of business cycle theory: the ac- 
countants’ working knowledge of statistical 
theory and procedure should be increased. 
Financial reporting must reach closer to 
economic fact, and must become more read- 
able and interesting. In particular, there 
would be worked out and put to practical 
use a system of financial reporting which 
would use statistical methods for conver- 
sion of historical-accounting figures into 
purchasing-power figures. 


EDUCATION FOR THE PROFESSION 


Those Australian accountants—and ap- 
parently there are many—who hesitate to 
support the raising of the basic educational 
requirements for entry into the profession, 
will probably be startled by the descriptive 
account in The New York Certified Public 
Accountant, September 1951, by Arthur 
Blake, of the Champlain College plan for 
providing a liberal education for the 
C.P.A. candidate. Under this plan, in his 
freshman year the student is required to 
take two subjects in Arts, Letters and 
Philosophy, two in Social Sciences, two in 


Natural Sciences, and two in Mathematics. 
In his sophomore year, he takes two sub- 
jects in Arts, Letters and Philosophy, two 
in the Elements of Business, two in Ae- 
counting Theory and Practice, and one in 
a Modern Language. With this liberal 
preparation, he proceeds to two further 
years of specialized accounting study, with 
complemental subjects such as economic 
principles and practice, money and bank- 
ing, statistics, essentials of speech, ethics 
and philosophy, industrial psychology, 
logic and semantics, and others. 


HISTORY OF ACCOUNTING 


Articles on the origins of accounting are 
rare: they are none the less welcome on 
that account. The Accountant, 18 August 
1951 and 1 September 1951, has a most in- 
teresting article by R. Robert on account- 
ing through the ages, describing the origin 
and development of double-entry book- 
keeping and telling the story of the 


exchequer tallies. The first part is a short 
summary of account recording from the 
beginnings of civilization among _ the 
Semitic peoples, the Greeks, the Romans, 
and the Arabs. It proceeds to a discussion 
of ‘‘the mysterious emergence’’ of double 
entry in the Italian city states and the 
early days of accounting in Britain (with 
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amusing references to E. T. Jones’ value- 
less, but, to him, profitable, ‘‘new and im- 
proved system’’). The original basic prin- 
ciples of double entry are, of course, un- 
changed: ‘‘plus ca change, plus c’est la 
méme chose’’. The story of the exchequer 
tallies is traced back to forty years after 
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the Norman conquest. The exchequer was 
established by Henry I, and the tallies 
(notched sticks) were eventually burnt in 
1854 in the heating stoves of the House of 
Commons. Mr. Robert maintains that they 
have risen again from the ashes in the form 
of the modern punched cards. 


AUDITING 


In every public accountant’s practice, 
peak-period work is the constant problem. 
Julian S. H. Weiner, in The New York 
Certified Public Accountant, September 
1951, suggests ways in which the year-end 
deluge may be avoided by planned adminis- 
tration. He suggests staggering the closing 
periods of clients by persuading them to 
use their natural business years, thus 
minimizing the employment of temporary 
help at peak periods, which is usually the 
most expensive procedure. The other main 
channel of attack on the problem is by dis- 
tribution of the year-end peak load. This 
can be done by such methods as— 


a) confirmation of receivables and pay- 
ables at dates preceding the year- 
end ; 


(b) reeording of accrual entries by the 
client instead of on auditor’s work- 
ing sheets; 


preparation of skeleton reports 
during the year; 
standardization of audit working 


papers; and 


the streamlining of clients’ account- 
ing procedures, by the use of such 
devices as control accounts. 


Another interesting suggestion is the prac- 
tice of staff rotation, with a view to re- 
ducing personnel turnover by giving all 
the staff as diversified experience as 
possible. 


In The New York Certified Public Ac- 
countant, August 1951, Thomas H. Carroll 
has several interesting things to say about 
preparation for the auditor. Intelligent 
preparation for the auditor’s work can 
result in substantial saving of time and 
money, a better job, better answers, and 
faster results. The auditor benefits no less 


than the client. He loses less time in doing 
copy work, hunting for vouchers, and 
waiting for records. The time to prepare 
for audit work is as far as possible before 
the year ends, not after it has ended. The 
article is illustrated by examples of 
schedules, lists, reconciliations, analyses, 
inventory instructions, and work sheets, 
many of which are prepared by the client’s 
own staff. 


Similar suggestions are made by David 
C. Hearne in an article in The Journal of 
Accountancy, September 1951, on how to 
use client’s staff to cut costs of audit of a 
small business. There can be no question 
that the cutting of costs of such audits is 
urgently necessary. Audit costs have risen 
rapidly, and there is an _ ever-present 
danger that small businesses may try to do 
without the auditor’s services. Several 
specific suggestions for the elimination of 
duplication of work are made in this 
article. 


Two important pronouncements on audit 
reports have recently been made in North 


America. The Canadian Chartered Ac- 
countant, September 1951, publishes Re- 
search Bulletin No. 6 of the Committee on 
Accounting and Auditing Research of the 
Canadian Institute of Chartered Accoun- 
tants, issued in Septeraber 1951. In this 
bulletin an audit is defined as ‘‘an exami- 
nation sufficiently comprehensive to jus- 
tify an expression of opinion that financial 
statements do or do not present fairly its 
position at a given date and/or the results 
of its operations for a period ended on that 
date.’’ The bulletin is mainly concerned 
with the form of report for use in cases 
where the auditor has made such an ex- 
amination that he feels himself in a posi- 
tion to express an unqualified opinion. The 
form suggested is :— 
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‘* AUDITOR’S REPORT 
‘*To the Shareholders of 
Company Limited. 


‘*T have examined the balance sheet of 
Company Limited as 
at 19.. and the statements 
of profit and loss and surplus for the year 
ended on that date and have obtained all 
the information and explanations I have 
required. My examination included a gen- 
eral review of the accounting procedures 
and such tests of accounting records and 
other supporting evidence as I considered 
necessary in the circumstances. 

‘*In my opinion the accompanying bal- 
ance sheet and statements of profit and loss 
and surplus are properly drawn up so as 
to exhibit a true and correct view of the 
state of the affairs of the company as at 

19.. and the results of its 
operations for the year ended on that date, 
according to the best of my information 
and the explanations given to me and as 
shown by the books of the company. 


Chartered Accountant.”’ 


Particularly interesting is the reference in 
this form to a review of accounting pro- 
cedures and tests of accounting records. 

In The New York Certified Public Ac- 
countant, September 1951, Sheldon Freed- 
man discusses Bulletin 23 of the Account- 
ing Research Committee of the American 
Institute of Accountants. This bulletin, by 
contrast with the Canadian bulletin, deals 
with the position in which an audit has 
been conducted which has been so limited 
in scope as to prevent the accountant from 
expressing an unqualified opinion. In such 
eases, the bulletin says, the expression of 
an opinion should be specifically dis- 
claimed. Examples of disclaimers for use 
in particular circumstances are given. 

At the summer course of the Institute of 
Chartered Accountants in England and 
Wales, held at Oxford in September 1951, 
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a paper on auditing was given by W. H. 
Lawson. The paper is reproduced in The 
Accountant, 6 and 13 October. It is par- 
ticularly notable because of its wide scope, 
and because of the large number of ques- 
tions for discussion which were raised by 
the lecturer. The lecture falls into five 
parts, dealing respectively with— 
(a) matters arising at the outset of the 
audit ; 
(b) matters arising during the course of 
the audit; 
(ec) the audit report ; 
(d) questions affecting the independence 
of the auditor; and 
(e) the relationship of the auditor and 
his client. 


The matters arising at the outset of the 
audit include such aspects as specific in- 
structions (as in the case of partnerships 
and sole traders, etc.), statutory require- 
ments, the extent of reliance on internal 
check, the extent of reliance on test check- 
ing, and the nature of balance-sheet audits. 
The matters arising during the course of 
the audit include circularization of debtors, 
the auditor’s attitude towards illegal trans- 
actions, liability for stamp duty, endorsed 
cheques as evidence of payment, titles to 
property, patents, stock and work in pro- 
gress (a lengthy section raising several 
questions for discussion), depreciation, 
directors’ benefits in kind, and certificates 
from the management. Under the form of 
audit report, the lecture raises questions as 
to shortening the form of report required 
under the U.K. Companies Act, and com- 
bining the report on the accounts of a hold- 
ing company with the report on the group 
accounts. Under questions affecting the in- 
dependence of the auditor, the auditor’s 
position as partner of a director or secre- 
tary, as a shareholder, or as a participant 
in management is discussed. In the last 
section, aspects considered include atten- 
dance of the auditor at general meetings or 
at board meetings, and facilitation of the 
audit by the company’s accountant. 


VALUATION OF SHARES 


Two particularly interesting papers on 
valuation of shares were given at the 
autumnal meeting of the Institute of 
Chartered Accountants in England and 
Wales, held at Torquay in October 1951. 


These papers have been published in book- 
let form by the Institute. One, by W. 6. 
Campbell, deals with the valuation of 
holdings in private limited companies for 
purposes other than probate. The other, by 


(Continued on page 197) 





ie a oe a a ee 


June, 1952 


Current Problems—continued 

T. A. Hamilton Baynes, deals with valua- 
tions of holdings in private limited com- 
panies for probate purposes. Mr. Campbell 
draws attention to the difference in ap- 
proach in these two different sets of cireum- 
stances. In the case of valuation for pro- 
bate purposes, the accountant is in the 
position of an advocate; in other circum- 
stances he is rather in a position of umpire. 
The valuation of shares is an art rather 
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than a science: it is practised against the 
background of cautious accounting, often 
excessively so. The difficulty is increased 
by the importance of the personal element 
in private companies. Naturally, a large 
part of this paper is devoted to considera- 
tion of methods of valuing goodwill. In 
Mr. Bayne’s paper, attention is directed 
mainly to the influence of past dividends 
and profits and asset values on valuations. 


GOODWILL 


Angus MacBeath, in The Accountant, 18 
and 25 August, has an unusually complete 
discussion of the factors bearing on the 
valuation of goodwill, including many 
novel points arising out of present-day con- 
ditions. He defines goodwill as the ability 
to earn more than an average rate of profit 
based upon current conditions. The value 
of goodwill differs for a limited company 
from that of a partnership or sole trader. 
The goodwill value in patents and trade 
marks differs from that of a professional 
practice. Factors other than purely profit 
items affect the nature of goodwill. These 
factors include the potential use of land 
and buildings, age, worth, and degree of 
obsolescence of machinery, the value of 
stocks (in respect of which the attitude of 
the valuer is quite different from that of 
the auditor), the limited duration of 
patents, the nature of monopoly, and the 
possibility of control or of competition 
from substitutes, conditions of trade as 
bearing upon past results and prospects of 
continuance, with particular reference to 
supplies and sales, markets for materials 
and sales, public fashions, the quality of 


management, labour requirements, and the 
possibility of assuring continuance of 
ample supply of suitable labour, depen- 
dence on individuals with particular 
ability, and government policies extending 
over a wide range, including customs and 
excise, currency valuation, restraint of 
trade, rationing and stockpiling, taxation, 
and losses brought forward for taxation 
purposes. Generally, the writer believes 
taxation should not be taken into account 
in valuing goodwill. The article concludes 
with a short discussion of the special fea- 
tures of valuation of the goodwill of a 
professional practice. 


In The Accounting Review, October 
1951, Kenneth G. Emery discusses the old 
problem: should goodwill be written off? 
After a careful examination of the ex- 
pressed views of such authorities as G. O. 
May, Walter A. Staub, P. D. Leake, Paton 
and Littleton, and Sanders, Hatfield and 
Moore, he concludes that goodwill should 
be systematically written off as a charge in 
the operating section of the income state- 
ment. 


LABOUR RELATIONS 


When the Australian Conciliation and 
Arbitration Court was established, an 
eminent jurist spoke of the new machinery 
for adjusting wages as ‘‘a new province for 
law and order.’’ C. Wilson Randle, in The 
New York Certified Public Accountant, 
September 1951, sees collective bargaining, 
which is a legal requirement in U.S.A., as 
a new province for the accountant. Em- 
ployers in U.S.A. have been held guilty of 
refusing to bargain when they claimed that 
they were unable to pay wage increases, 
and at the same time refused union access 


to their books or independent audits. The 
accountant’s responsibility is of a three- 
fold nature. It arises in connexion with the 
preparation for negotiations, in the conduct 
of negotiations, and in the building of con- 
structive relationship between management 
and labour. It is the accountant’s respon- 
sibility to ensure that the records are ade- 
quate, particularly in relation to such 
matters as sickness, turnover, absentee 
records and costs, work stoppages, and 
employee-age distribution. Special studies 
need to be made of pension plans, employee 
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benefit programmes, seniority, productiv- 
ity, payment for time not worked, meals, 
clothing, ete. Information needs to be 
available of the cost and benefit implica- 
tions of the existing contract, and of the 
effects of proposed wage changes on finan- 
cial position—cash, working capital, bud- 
gets, break-even points, and profit. 

The accountant may be an advisory 
member of the bargaining committee: in 
any event it is his responsibility to present 
and interpret all the financial data used in 
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the negotiations, and to give advice on the 
financial aspects of day-to-day settlements 
of grievances. He may contribute to the 
building of constructive relationships by 
such methods as simplifying the presenta- 
tion of financial statements, eliminating 
technical jargon, making uniform inter. 
pretations of data, generally putting finan- 
cial statements in understandable terms, 
and avoiding distortion of profit and other 
financial pictures. This is a ‘‘tremendous 
challenge and an infinite promise’’ to ac- 
countants. 


ACCOUNTING FOR NON-PROFIT INSTITUTIONS 


The New York Certified Public Accoun- 
tant, August, features a series of five 
papers given at the technical programme 
conducted by the Committee on Non-profit 
Institutions Accountants of the New York 
Society of Certified Public Accountants. 
Earle L. Washburn, in an introductory 
paper on the nature of non-profit institu- 
tion accounting, says that ‘‘the problem of 
accounting for these (complex) operations 
is far removed from the simple problem it 
once was when, for example, the professor 
of mathematics traditionally kept the col- 
lege financial records.’’ The basic concept 
is ‘‘fund’’ accounting—procedures reflect- 
ing the legal sanctity of endowment and 
other restricted receipts. Max Wasser dis- 
cusses in more detail the difference between 
institutional accounting and commercial 
accounting from the standpoint of motive 
—profit versus service—sources of capital, 
terminology, account classifications, funds, 
and the question whether cash or the 
accrual basis is the more suitable. Howard 
A. Withey describes the preparation and 
use of financial budgets and comparisons of 
financial statements with budgets. Alice 
H. Aubert states the argument for and 


against depreciation as applied to institu- 
tional property of all kinds. She says that 
‘‘there is much to be said on both sides’’; 
for example the question may be argued 
from the standpoint that replacement is 
effected from future gifts or from the 
standpoint that neglect to provide for de- 
preciation presents an incorrect picture of 
costs and operations. It is preferable to 
consider each institution from the stand- 
point of its own needs and prospects rather 
than to apply a blanket theory to all, but 
each institution should calculate deprecia- 
tion cost for comparative purposes. Julian 
S. H. Weiner also deals with the question 
of depreciation as applied to hospital plant 
and equipment. He examines in detail 
three views: 

(a) that depreciation should be provided 
for, though not as an operating ex- 
pense ; 

(b) that replacement accounting should 
be used ; and 

(c) that the commercial 
should be followed. 

He believes that (c) is the most desirable 
approach. 


treatment 


COMPANY LAW AND ACCOUNTS 


Peter Whitworth, barrister-at-law, in 
The Accountant, 6 October 1951, discusses 
a novel practical point. Under the U.K. 
Companies Act, all share premiums must 
be transferred to a share premiums ac- 
count. The question arises, and is dis- 
cussed in this article, whether, when shares 
are allotted other than for cash, it can be 
argued that they have been issued at a 
premium. Spencer G. Maurice, also a 


barrister-at-law, in The Accountant, 13 
October 1951, examines the difficult ques- 
tion whether capital-profits dividends are 
capital or income in the hands of the re- 
cipients. From an examination of the lead- 
ing cases, he concludes that a capital- 
profits dividend is prima facie income im 
the hands of the trustee to whom it is paid, 
but that it is within the power of a settlor 
or testator to decide whether such pay- 
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ment shall, in fact, be treated as income or 
capital. Moreover, what would normally be 
income in the hands of a trustee may, in 
special circumstances, be capital. 

Practical aspects of company law affect- 
ing the practising accountant are the sub- 
ject of an article by Philip Randall in 
Accountancy, October 1951. Many points 
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which are not usually well dealt with in 
textbooks are considered in this article. 
They include problems arising from capi- 
talization of profits, acquisition of under- 
takings or shares, redeemable preference 
shares, irregularities at board meetings, 
compensation to directors for loss of office, 
and the re-opening of a company’s accounts 
after audit. 


CASH DISCOUNT 


In The New York Certified Public Ac- 
countant, August 1951, an article by 
Joseph A. Dowling provides a very good 
example of apparently academic distinc- 
tions which have important practical con- 
sequences. The question is whether cash 
discounts should be regarded as an allow- 
ance or reward for prompt payment, or on 


the other hand as trade discount, with the 
threat of penalty for failure to pay 
promptly. The writer maintains that the 
second is the proper view, and that accord- 
ingly accounting for cash discount should 
result in the showing of ‘‘late payment 
penalties’ and ‘‘discount penalties col- 
lected.”’ 


The addresses of publications referred to in this article are as follows:— 


The Accounting Review, 
450 Ahnaip Street, 
Menasha, Wisconsin, U.S.A. 


The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, New York, U.S.A. 


The Accountant, 
4 Drapers Gardens, 
Throgmorton Avenue, 
London, E.C.2, England. 


The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, Ontario, Canada. 
Accountancy, 
Incorporated Accountants’ Hall, 
Temple Place, 
Victoria Embankment, 
London, W.C.2, England. 
The New York Certified Public Accountant, 
677 Fifth Avenue, 
New York 22, New York, U.S.A. 
A.A.P. 


INTERNATIONAL CONGRESS ON ACCOUNTING 


The Association of University Teachers of Accounting plans to hold a meeting at 
which the members of similar bodies from overseas will have a chance to meet one 
another and discuss matters of common interest. The meeting will probably be held 
on the evening of Tuesday, 24 June, at the London School of Economics. Would all 
who are interested kindly send word to: 

Professor W. T. Baxter, 
London School of Economics, 
Houghton Street, 
Aldwych, 
London, W.C.2. 
An invitation, giving fuller particulars, will then be issued in due course. 


TAXATION CONFERENCE 
Scarborough, England—19-22 September 1952 

Arrangements have been made to hold a conference on taxation at Scarborough, 
England, from Friday, 19 September, to Monday, 22 September 1952, at which dis- 
tinguished speakers will give addresses on various phases of the law and practice of 
taxation. 

Any visitor to England wishing to attend should make early application to the 
Conference Secretary, 98 Park Street, London, W.1. 
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THE CLEARING HOUSE 


WORK EFFORT RATING SCALE 


The first nation-wide survey of time- 
study practice carried out by the Work 
Measurement Research Unit of the Univer- 
sity of Birmingham was completed in 
November last year. 

Engineers were asked to record the 
rating values for both normal performance 
and standard (or incentive) performance, 
as, for example, 60-80, the first figure being 
the normal and the second the standard 
value. Where only one value was used as 
a datum, this was given separately, as, for 
example, —/80 or 100/-. Although 75% of 
the engineers used a rating scale based on 
a normal performance rating of 60, a total 
of 37 different rating scales was quoted. 

These fit readily into the ten categories 
used for coding the data, as shown in the 
table below :— 


Percentage of 
Engineers Using 
the Scale 

0 60/80 57 
1 60/75 
2 60/- 


Code Number Rating Scale 


— 
wo 


-] 


| ~1 © bo ot | 


100/125 
100/133 
100/- 


— 
~ 


75/100 
80/100 
~/100 


—/80 

The above information is all that has 
come from the Birmingham University to 
date: further details and interpretation of 
the data obtained are being awaited. 

The main point that emerges from the 
information so far given is that 67% of the 
English companies covered by the survey 
are using a rating of work effort of one- 
third above day-work level (non-incentive). 
They expect that under an _ incentive 
scheme an average competent operator will 
produce one-third more than any day-work 
determinate. The alternative is usually a 
25% higher rating. 

Another point of interest is that 75% of 
the 600 companies in the survey are still 
using the Bedaux type, minute or point 
basis of 60 for rating normal effort. The 
majority have not moved to the percentage 
basis popular in America and gaining 
favour in Australia. Under the percentage 
basis the normal incentive effort of the 
average competent operator is rated at 100, 
day-work (normal) is rated at 75 to 80, 
and a good worker will reach 120, with 
maximum effort near 150. 


Melbourne. A.H.B. 


REPORTS FOR INCLUSION IN A PROSPECTUS 


When an accountant prepares a report 
for inclusion in a prospectus, either as 
auditor or investigating accountant, it is 
necessary for him to ensure that his report 
is printed correctly without errors or omis- 
sions. It is also advisable to see that state- 
ments made in other sections of the pros- 
pectus are not at variance with his report 
and that there are not unsigned estimates 
of future earnings. 

In practice, difficulty is frequently. ex- 


perienced in obtaining a final printer’s 
proof of the complete prospectus for ex- 


amination, as time is usually short at this 
stage. 

This difficulty may be overcome by the 
accountant submitting an unsigned report 
with a covering letter stating that the re- 
port will be signed only on production of 
a final printer’s proof of the complete pros- 
pectus. 

This provides him with the opportunity 
for ensuring that the prospectus as a whole 
is satisfactory. 


Sydney. G.N.H. 


Have you anything to clear? 
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Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


COMPANY LAW: STATUTE-BARRED DEBTS ARE NOT PROVABLE ON A 
LIQUIDATION 


On 11 October 1950 a limited company 
went into voluntary liquidation. The ap- 
plicant claimed that the company was in- 
debted to him, but the liquidator rejected 
his proof on the ground that his claim was 
statute-barred. The applicant sought an 
order that proof of his debt be allowed, 
notwithstanding that it was statute-barred. 

Held (Chancery Division, per Wynn- 
Parry, J.): the Court had no jurisdiction 
to order the admission to proof of a 


statute-barred debt in a compulsory liqui- 
dation, and, as it was impossible to place 
an interpretation on the word ‘‘liabilities’’ 
in the Companies Act 1948, s. 302 (Eng.), 
(which dealt with voluntary winding-up) 
different from that to be placed on the 
same word in s. 257 (1) of that Act (which 
dealt with compulsory winding-up), the 
Court had no such jurisdiction in a volun- 
tary liquidation. (Re Art Reproduction 
Co. Ltd., [1951] 2 All E.R. 984.) 


MALICIOUS PROSECUTION: HONEST BELIEF OF DEFENDANT IN 
PLAINTIFF’S GUILT—FORM OF QUESTION FOR JURY 


Where, in an action for malicious prose- 
eution which is tried with a jury, the ques- 
tion of honest belief is in issue, the form of 
question to the jury should be: ‘‘Did the 
defendant honestly believe in the plain- 
tiff’s guilt?’’ or ‘‘Did the defendant 
honestly believe in the charges he was pre- 
ferring?’’ and should not include any ref- 


erence to reasonable or probable cause for 
the action of the defendant as, for ex- 
ample, in the question: ‘‘Did the defen- 
dant honestly believe that there were 
reasonable grounds for instituting the 
prosecution?’’ (Tempest v. Snowden, 
[1952] 1 All E.R. 1.) 


“RESIDENCE” HAS NO FIXED MEANING BUT MUST BE INTERPRETED IN 
ACCORDANCE WITH CONTEXT 


These were the facts in a recent case: 
An application for an adoption order 
under the Adoption Act 1950 was made by 
a district officer in the colonial service and 
his wife. The husband’s work involved his 
being permanently in Nigeria, except for 
three months’ leave every fifteen months, 
when he returned to England, his native 
country. The wife lived with the husband 
in Nigeria, returning to England with him 
when he came on leave. They usually 
stayed with his or her parents while in 
England, but they had recently purchased 
a house in England and they intended to 
live there permanently after the husband’s 
term of service should come to an end, 
which, in the normal course, would be after 
seven years. Wishing to adopt an infant, 
they arranged with an adoption society for 
it to be put in their care when they re- 
turned to England in July 1951. The ap- 
plication for the adoption order was made 


by the wife after the infant had been in 
her care and possession for three months, 
as required by s. 2 (6)(a) of the Act of 
1950, the husband having been obliged to 
return to his duties in Nigeria. The wife 
intended to join the husband in Nigeria, 
taking the infant with her, as soon as 
possible after obtaining the order. 

For an order to be made, the applicant 
must be resident in England or Wales. 
Counsel for the applicant submitted that 
when the husband came back for a week or 
landed by aeroplane and was physically 
present he could be said to reside in Eng- 
land. For the infant it was suggested that 
the applicant must not only be resident 
there but must have no immediate inten- 
tion of being resident elsewhere. 

Held (Chancery Division, per Harman, 
J.) : the wife was not resident in England. 
Residence is an ambiguous term, having, 
like ‘‘business,’’ ‘‘no actual definite tech- 
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nical meaning.’’ These words must be con- 
strued ‘‘in every case in accordance with 
the object and intent of the Act in which 
they occur.’’ (Ex parte Breull; Re Bowie 
(1880), 16 Ch. D. 484). Residence denotes 
some degree of permanence, not necessarily 
that the applicant has a home of his own, 
but that he has his settled headquarters in 
the country. It is not possible to define 
‘‘resident,’’ and dangerous to try. A per- 
son would not be resident for the Adoption 
Act though he had a home in England 
which would make him a resident as soon 
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as he set foot there under the artificial 
ruling for income tax purposes (Re W. 
(1946), unreported), but a university don 
who left the country for two months on a 
lecture tour would not cease to be resident. 
A more sensible meaning is required. Here 
the conception of dual residence was ex- 
eluded by the use throughout the Act of 
the terms ‘‘resident in England’’ and 
‘‘resident abroad,’’ two things which are 
the converse of one another. (Re Adop- 
tion Application No. 52/1951, [1951] 2 All 
E.R. 931.) 


JUDGMENTS AFFIRMED 


Appeals in the following cases have now 
been heard and the judgments in the 
lower Courts have been affirmed by the 
Court of Appeal :— 

Bankruptey: Re Love; Ex parte Official 

Receiver (Trustee) v. Kingston-upon- 


Thames County Court Registrar, re- 
ported April issue—[1951] 2 All E.R. 
1016. 


COMPANY LAW: COMPANY STRUCK OFF REGISTER AND DISSOLVED — 
SUBSEQUENTLY NAME RESTORED AND COMPANY WOUND UP 


On 19 March 1920, Cambridge Coffee 
Room Association Ltd. was incorporated 
as a company limited by guarantee to en- 
courage temperance and thrift, to acquire 
and take over a business then being con- 
ducted on certain premises, and to carry 
on the business of caterers and canteen 
keepers. In 1934 the premises of the com- 
pany were demolished, and, no alternative 
premises being found, the work of the com- 
pany ceased, and its activities thereafter 
were limited to applying its funds to 
charitable purposes. In 1939 the secretary 
retired, and a new secretary was appointed 
who carried on the affairs of the company 
from her own address. She overlooked the 
necessity of notifying her appointment 
and the company’s new address to the 
Registrar of Companies and was unaware 
that the company had to submit annual re- 
turns. On 23 August 1949 the company 
was dissolved and its name was struck off 
the register under the Companies Act 1948, 
s. 853 (5), notice being given in the 
London Gazette of that date. In conse- 
quence, the property of the company 
vested in the Crown as bona vacantia 
under s. 354. None of the letters for which 


Company law: Re Duff’s Settlement 
Trusts; National Provincial Bank Ltd. 
v. Gregson & Ors., reported February 
issue—[1951] 2 All E.R. 534. 


Trusts: Re Power’s Settlement Trusts; 
Power v. Power, reported March issue— 
[1951] 2 All E.R. 513. 


s. 353 makes provision was received by the 
company from the Registrar of Companies. 
The memorandum of association provided, 
inter alia, that on a winding-up or dissolu- 
tion any property remaining after pay- 
ment of debts and liabilities should not be 
distributed among the members, but should 
be transferred to an institution or institu- 
tions which had objects similar to or cog- 
nate with the objects of the company. In 
October 1950 the management committee 
of the company desired to wind-up the 
company and discovered that the company 
had already been struck off the register. 
Two of the directors of the company pre- 
sented a petition to have the company 
wound-up, but, doubt having arisen 
whether a simple order for the company to 
be wound-up would divest the Crown of 
the property of the company and re-vest it 
in the company, the petition was amended 
to ask that (i) the name of the company 
might be restored to the register of com- 
panies, and (ii) the company be wound-up. 

Held (Chancery Division): That the 
petition should be granted. (Re Cambridge 
Coffee Room Association Ltd., [1952] 1 All 
E.R. 112.) 





will 
to i 
doe 
inte 
defe 
pan 
held 
test: 


H 
was 
to u 
they 
plait 


A 
that 
ping 
credi 
of th 
be o 
was |] 
had , 
Belgi 


June, 1952 


Legal Section—continued 


The Australian Accountant 


COMPANY LAW: DEFUNCT COMPANY’S NAME RESTORED TO REGISTER 
ON APPLICATION OF PERSON OTHER THAN A MEMBER OR CREDITOR 


In July 1948 a company sold its various 
undertakings, and the Registrar of Com- 
panies, acting under the (English) Com- 
panies Act 1948, s. 353 (5), struck its name 
off the register with effect from 19 August 
1949. On that day notice of the striking-off 
was published in the Gazette, with the re- 
sult that the company became dissolved. 
At the date of its dissolution the company 
had been assessed by the Inland Revenue 
Commissioners to various taxes, but the 
assessments were under appeal. In conse- 
quence of the dissolution of the company, 
the appeals could not be proceeded with, 
and the commissioners could not enforce 
any liability to tax, nor, in the cireum- 
stances, could they proceed by petition 
under s. 353 (6) of the Act of 1948 as 


creditors for an order restoring the name 
of the company to the register. The com- 
missioners, therefore, sought to proceed 
under s. 352 (1). 


COMPANY LAW: RIGHT OF BENEFICIARIES TO INSPECT COMPANY’S 


Held (Chancery Division, per Wynn- 
Parry, J.): Section 352 (1) conferred on 
the Court jurisdiction to order the restora- 
tion of the name of the company to the 
register, and there was nothing in s. 353 to 
limit that jurisdiction. 


Per curiam: In any ease under s. 352(1) 
which, after investigation, the Attorney- 
General is satisfied is simple and straight- 
forward and does not require argument 
on his behalf, it is desirable in the interests 
of economy that the fact of his consent 
should be demonstrated by exhibiting to 
the applicant’s evidence a letter stating 
that the Attorney-General offers no opposi- 
tion to the motion, rather than that counsel 
should be briefed merely to consent to the 
making of the order. (Re M. Belmont & 
Co. Ltd., [1951] 2 All E.R. 898.) 


DOCUMENTS 


The plaintiff, as a beneficiary under the 
will of the testator, claimed to be entitled 
to inspect and take copies of papers, books, 
documents, and records, which had come 
into the custody, power, or control of the 
defendants, as directors of a private com- 
pany, the bulk of the shares in which were 
held by the defendants as trustees of the 
testator’s estate. 


Held (Court of Appeal): The plaintiff 
was not entitled to call on the defendants 
to use their powers as directors as though 
they held those powers on trust for the 
plaintiff. The rights of the beneficiaries 


(as a whole) were that they should be 
treated as though they were the registered 
shareholders in respect of trust shares 
with the advantages and disadvantages 
(e.g., restrictions imposed by the articles) 
which would be involved in that position, 
and they could compel the trustee direc- 
tors, if necessary, to use their votes as the 
beneficiaries (or as the Court, if the bene- 
ficiaries themselves were not in agreement) 
thought proper, even to the extent of alter- 
ing the articles of association if the trust 
shares carried votes sufficient for that pur- 
pose. (Re Butt, deceased; Butt v. Kelson 
@& Others, [1952] 1 All E.R. 167.) 


CONTRACT: MEASURE OF DAMAGES FOR BREACH OF CONTRACT 
WHERE CONSEQUENCES OF BREACH FORESEEABLE 


A contract for the sale of goods provided 
that payment was to be cash against ship- 
ping documents from a confirmed letter of 
credit to be opened by American customers 
of the buyers, who undertook to cause it to 
be opened and confirmed forthwith. It 
was known to both parties that the sellers 
had an option to buy the goods from a 
Belgian firm and that neither sellers nor 


. 


buyers were in a financial position to pro- 
vide the Belgian franes required to obtain 
delivery of the goods unless the letter of 
credit was made available by the American 
eustomers. In breach of the contract the 
buyers did not cause the letter of credit to 
be opened or confirmed, and the contract 
was not executed. 
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Held (King’s Bench Division) : The rule 
that damages for failure to pay money 
were restricted to the interest thereon must 
be strictly limited to cases falling within it 
and did not apply to failure to procure the 
provision of a letter of credit. 

In the course of his judgment, MeNair, 
J., referred to dicta of Lord Wright in 
Monarch S.S. Co. Ltd. v. Karlshamns 
Oljefabriker (A.B.), [1949] 1 All E.R. 14, 
where he said in dealing with rules as to 
the measure of damages ‘‘the dominant 
rule of law is the principle of restitutio in 
integrum, and subsidiary rules can only be 
justified if they give effect to that rule.’’ 
In Liesbosch, Dredger v. Edison S8SS., 
[1933] A.C. 449, the owner of a dredger 
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which had been lost in a collision was un- 
able to finance a replacement and suffered 
further loss through being unable to cor. 
plete his contract. It was held that loss 
due to the party’s impecuniosity was tco 
remote, and, therefore, to be neglected in 
the calculation of damages. It was special 
loss due to his financial position. 

Held, further: that the loss of profit 
claimed by the sellers was not too remote 
although consequent on the sellers’ im. 
pecuniosity because the loss was such a 
might reasonably be expected to be in the 
contemplation of the parties as likely to 
flow from the breach of the obligation 
undertaken by the buyers. (Trans Trust 
S.P.R.L. v. Danubian Trading Co. Ltd, 
[1952] 1 All E.R. 89.) 


INCOMPLETE GIFT—WHETHER COMPLETED BY APPOINTMENT OF 
DONEE AS EXECUTRIX 


The testatrix told the plaintiff she 


should have her car, but did not hand over 
possession and in the meanwhile lent it to 
the defendant. Subsequently, the testatrix 
died and appointed as her executrices both 
the plaintiff and defendant. The plaintiff 


claimed that the gift to her had been per- 
fected by her appointment. 


Held (Court of Appeal): The plaintiff 
had failed to prove her claim. The prin- 
ciple laid down in Strong v. Bird (1874), 
L.R. 18 Eq. 315, namely that an imperfect 
gift may be perfected by the subsequent 
appointment of the donee as personal rep- 
resentative of the donor, applies only 
where there is an intention to make an im- 


AGENCY—PRINCIPAL NOT GUILTY 


mediate gift, and not where there is merely 
an intention to make a gift in the future. 
It is directed to perfecting gifts complete 
in all respects except as regards the legal 
formalities necessary for the proper trans- 
fer of the title to the property in question, 
and is confined to cases where nothing re- 
mains to be done but the mere formality of 
transfer to perfect what is intended by the 
testator to be an immediate gift inter vivos. 
Therefore, it cannot apply where there is 
an intention to give, but the gift is not 
completed because the intending donor de- 
sires first to apply the subject-matter of 
the contemplated or promised gift to some 
other purpose. (Jackson v. Rodger, [1952] 
1 All E.R. 16.) 


OF MISREPRESENTATION WHERE 


IN POSSESSION OF FACTS WHICH RENDER FALSE A STATEMENT MADE 
INNOCENTLY BY AGENT 


In the course of negotiations by the 
plaintiffs for the purchase of a bungalow 
belonging to the first defendant, the agents 
of the first defendant made certain state- 
ments as to the value of the property. 
Owing to the defective condition of the 
bungalow the statements were untrue, but 
the agents were not aware of the existence 
of any defects and so made the statements 
innocently, believing them to be true. The 
first defendant, who was aware of the de- 
fective structural condition, had not 
authorised his agents to make the state- 
ments, nor had he deliberately kept them 
in ignorance with the dishonest intention 
that they should mislead a prospective pur- 


chaser, and he did not know that the state. 
ments were being made. Relying on the 
agents’ representation, the plaintiffs 
bought the property. On discovering its 
defective condition, they sued the first de- 
fendant and his agents for damages for 
fraudulent misrepresentation. 

Held (Court 6f Appeal) : In the absence 
of actual fraud or dishonesty on the part 
of a principal, knowledge by him of facts 
which render false a statement made inno- 
cently by his agent does not render the 
principal guilty of fraudulent misrepre- 
sentation, and, therefore, the action failed. 
(Armstrong & Anor. v. Strain & Others, 
[1952] 1 All E.R. 139.) 
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Underhill’s Law Relating to Trusts and Trustees—Supplement to Tenth Edition: 


Price 8/-. 


The tenth edition of Underhill on the 
Law Relating to Trusts and Trustees states 
the law as at 1 March 1950. This supple- 
ment covers the changes since then up to 
1 September 1951. It is so arranged as to 


be inserted in the pocket in the inside of 
the back cover of the main work, and con- 
tains a ‘‘Noter-up’’ by means of which its 
contents may be related to the relevant 
pages in the main volume. 


Bankruptcy Practice in Australia, Second Edition: N. S. Youna, P.1.c.A., A.U.A. COM. ; 


Butterworth & Co. (Aust.) Ltd. Pp. 
2s. 6d. for cash. 


This second-edition book, designed as a 
concise and useful vade-mecum from which 
practitioners and students of bankruptcy 
law in Australia may gain both informa- 
tion and profit, has been revised to incor- 
porate decisions of importance in bank- 
ruptcy cases up to the end of 1950. It ad- 
mirably fills the purpose for which it was 
written. It does not purport to be an ex- 
haustive work on the subject of bankruptcy 
practice in Australia, and no forms or pre- 
eedents are given, but where necessary it 
embodies in the text reference to rules and 
forms. A table of sections of the Bank- 
ruptey Act showing the pages on which 
reference to such sections will be found is a 
useful addition to the table of cases and 
the index. 

In concise form, this handbook compre- 
hensively covers the sections of the Bank- 
ruptey Act and decisions of the Courts 


The Municipal Office Mechanized: J. H. 
London, 1951. Pp. 127, price £1 1s.; our copy from The Law Book Co. of Aus- 


tralasia Pty. Ltd. 


The title of this work would indicate that 
its contents are exclusively applicable to 
the problems of mechanization in the offices 
of local government authorities. The 
reader will quickly appreciate, however, 
that the typical municipal office conducts 
a wide variety of activities and thus en- 
counters administrative problems common 
to the majority of commercial, industrial, 
and financial organizations. The munici- 
pality buys and sells goods and services; 
constructs buildings, roads, and bridges; 
leases property, employs labour, receives 
and pays and negotiates, under the all-too- 


xix + 236; price 27s. 6d. less rebate of 


which are of concern to accountants, 
students of bankruptcy practice, and others 
whose professioral or business activities 
require a knowledge of bankruptcy prac- 
tice. It is amazing how much real informa- 
tion, plus sound criticism of the many de- 
fects in the Act, has been packed into the 
219 pages of text, and the author is to be 
complimented, not only on his zeal in re- 
search, but also upon his ability, concisely 
though comprehensively, to present the re- 
sult of the research. 

The logical arrangement of the twenty- 
four chapters adds to the merits of the 
publication, which fully justifies the eulo- 
gistic foreword to the first edition by His 
Honor Judge H. K. Paine, who, from his 
experience as a judge exercising bank- 
ruptey jurisdiction, would be most com- 
petent to assess its worth. 


J. WALLACE Ross. 


Burton; Gee & Co. (Publishers) Ltd., 


familiar pressures of time and circum- 
stance. It follows, therefore, that Mr. Bur- 
ton’s comprehensive discussion of the ap- 
plication of machines in this specific field 
contains much of practical interest to every 
accountant and office manager. 
Particularly notable is the author’s 
broad conception of his subject. He avoids 
the popular error of falling under the spell 
of gadget-glamor—that hypnotic condition 
whieh seeks to justify the ingenious by 
feeding it with the unnecessary to produce 
the superfluous. His method is to examine 
the accounting or administrative need and 
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then to explore the possibilities of mech- 
anical aids, as they can be related to a prac- 
tical solution of each case. By this approach 
due consideration is given to all types of 
office machinery—telephones, voice record- 
ers, addressing machines, typewriters, cash 
registers, coin counters, sorting machines 
and devices, tabulating, adding, calculat- 
ing, and bookkeeping machines. 

His style has a quality of brevity which, 
at times, is severely abrupt in a six-line 
leap from heading to conclusion, but the 
busy reader will find little cause for com- 
plaint in the author’s economy of words. 
There is a lack of detail in his outline of 
machine-accounting methods and an almost 
complete absence of forms and illustrations. 
In the opinion of the present writer there 
are some advantages to be derived from 
these omissions. The student of machine- 
accounting is too frequently influenced by 
specialized forms and routine which have 
been designed to meet a given set of condi- 
tions. Any attempt to adopt an exemplary 
system as a standard programme of pro- 
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cedure is fraught with difficulties, in the 
face of which the tyro is apt to reject the 
plan or machine as not being applicable to 
his requirements. In the absence of the 
blueprints, mechanization becomes a con- 
structive, rather than an imitative, process 
—a product of knowledge, skill, and imagi- 
nation in which the materials at one’s dis- 
posal may be employed to their best effeet. 

One interesting implication of this book 
is its indirect. evidence of the progress 
being achieved in the use of modern mech- 
anical methods by municipalities in Great 
Britain. This reflects a noteworthy trend 
away from a traditional conservatism. 
Hedged around with legislative restriction 
of accounting forms and methods, opposed 
by the negations of nervous officers and 
uninformed councils and boards, the mech- 
anization of municipal accounting has pre- 
viously failed to keep pace with current 
progress. This is a new picture, and it is 
one in which many overburdened town 
clerks and shire secretaries in this country 
will find hope and inspiration. 
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STUDENTS’ SECTION 


Edited by 
K. C. KEown, A.1.C.A., A.M.T.C. 


CROSSINGS ON CHEQUES 


by 


H. Youna 
PART II 


Origin of Crossings 

The practice of crossing cheques origin- 
ated about the beginning of the nineteenth 
century in the London clearing house, 
where officials from various banks attended 
and handed each other bundles of cheques 
in order that a balance may be struck be- 
tween them. The story is that one event 
largely responsible for establishing the 
practice was an occasion when, on a windy 
day, someone opened a door and all the 
cheques spread out on the tables were scat- 
tered throughout the room, and much con- 
fusion resulted. To obviate the loss of 
cheques in similar circumstances, it became 
the practice for each bank to write its 
name across the face of the cheques re- 
ceived from their customers in order to 
identify the ownership of the instruments 
in the hands of the clearing house, and 
also as an indication of the channel 
through which they were presented. 

When the merchants in London learnt 
that bankers were in the habit of crossing 
cheques with their own names before send- 
ing them to the clearing house, they 
adopted the practice of writing across their 
cheques the name of the payee’s banker if 
known, or, if not, of simply writing the 
words ‘‘and Company,’’ or ‘‘and Co.’’ be- 
tween two lines. The object of these phrases 
was that the payee might fill in before the 
words the name of his banker, before pay- 
ing the cheque in for collection, thus enabl- 
ing paid cheques to be more easily traced. 

In those days, the majority of banks 
were privately owned, and bore the ter- 
minal ‘‘and Company”’ or ‘‘and Co.,’’ 
and when the crossing of cheques was 
afterwards dealt with by statute these 
phrases were attached as an optional fea- 
ture of the crossing. 


Effect of a Crossing 
The effect of a crossing on a cheque is 
to give a direction to the banker upon 


whom it is drawn not to pay the cheque 
except to a banker. It is also an intimation 
to the holder of a cheque that he can only 
receive payment by presenting it through 
a banker. This does not mean that the 
paying banker may not cash a crossed 
cheque drawn on himself over the counter, 
but if he does so he must be absolutely sure 
that he is making payment to the true 
owner. In making such a payment he has 
no statutory protection whatever, and if he 
elects to pay, he makes the payment en- 
tirely at his own risk. 


Types of Crossings 

A crossing may be either general or 
special, the difference being that a special 
crossing specifies the name of a particular 
bank. A general crossing is defined by 
s. 82 (1) of the Commonwealth Bills of 
Exchange Act, which reads :— 

‘‘Where a cheque bears across its face 
an addition of (a) the word ‘bank’ or the 
words ‘and Company’, or any abbreviation 
thereof respectively, between two parallel 
transverse lines, either with or without the 
words ‘not negotiable’; or (b) two parallel 
transverse lines simply either with or with- 
out the words ‘not negotiable’, that addi- 
tion constitutes a crossing, and the cheque 
is ‘erossed’ generally.’’ 

Section 82 (2) defines a special cross- 
ing :— 

‘‘Where a cheque bears across its face 
an addition of the name of a banker, either 
with or without the words ‘not negotiable’, 
that addition constitutes a crossing, and 
the cheque is crossed specially and to that 
banker.’’ 

From the above definitions it will be seen 
that the transverse lines are an essential 
part of a general crossing, but they are not 
necessary on a special crossing—on the 
other hand they do not vitiate it. The name 
of a banker, by itself, written across the 
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face of a cheque is a special crossing. With 
a general crossing, the transverse lines 
generally go right across the centre of the 
cheque, i.e. from top to bottom, but fre- 
quently they are drawn only half or a third 
way across, and in some cases the lines are 
so short that they could be easily over- 
looked. In such cases, however, the cheque 
is considered to be validly crossed. Hori- 
zontal lines along a cheque on which the 
writing appears would not constitute a 
crossing, neither would a cheque marked 
with a ‘‘X’’ on the face of it be considered 
a crossed cheque. 


It should be noted that such words as 
‘and Co.’’ or ‘‘not negotiable’’ written 
across a cheque without the transverse 
parallel lines or with only one transverse 
line do not constitute a general crossing. 
Sir John Paget says: ‘‘There is absolutely 
no provision in the Bills of Exchange Act 
for the words ‘not negotiable’ without one 
of the recognised crossings ...and neither 
the paying nor collecting banker obtains 
any protection with respect to a cheque 
bearing the words ‘not negotiable’ apart 
from a real crossing.’’ 


The question of whether what purports 
to be a crossing on a cheque really amounts 
to a crossing within the meaning of the 
Bills of Exchange Act is discussed in 
Mather v. Bank of New Zealand. In this 
particular case two fine transverse lines, 
roughly parallel and one and one-eighth 
inches long and one-sixteenth of an inch 
apart, were drawn across the middle of the 
cheque. 


It was held that it was for the jury to 
decide whether the drawee bank, in paying 
it otherwise than to a banker, was negli- 


gent. The jury decided that the cheque 
was crossed, and therefore the bank was 
negligent in cashing it over the counter. 
The important point to remember is that it 
is a question of fact in each particular case 
as to whether a cheque is duly crossed or 
not. 


Section 83 of the Bills of Exchange Act 
contains provisions concerning the crossing 
of a cheque by the drawer or, after the 
cheque has been issued, by the holder. 
These are as follows :— 

**(1) A cheque may be crossed generally 
or specially by the drawer. 
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‘*(2) Where a cheque is uncrossed, the 
holder may cross it generally or specially. 

**(3) Where a cheque is crossed gener- 
ally, the holder may cross it specially. 

**(4) Where a cheque is crossed gener- 
ally or specially, the holder may add the 


words ‘not negotiable’.’’ 


Thus, under this section, if a cheque as 
drawn is open, any holder may place there- 
on a general or special crossing. If any 
type of general crossing is placed on a 
cheque by the drawer, any holder may add 
to it—even convert it into a special cross- 
ing. 

Many firms take advantage of this sec- 
tion and cross ‘‘specially’’ all cheques re- 
ceived by them. This is done by stamping 
upon the face of the cheques the name of 
the firm’s bankers, thus indicating that 
such instruments are to be paid only to 
that particular bank. For example, the 
cheques may be stamped ‘‘Bank of Mel- 
bourne—Credit A/e. X.Y. Coy. Ltd.’’ As 
many open cheques are received by mail, 
such a crossing acts as a safeguard against 
misappropriation by a dishonest employee. 
It is also a protection should the cheques 
be lost or stolen in transit to the bank. (Of 
course, if the cheques are made payable to 
the firm, crossed, and marked ‘‘not nego- 
tiable’’ by the drawer, there is no need for 
any additional protection.) Although the 
words ‘‘Credit A/e. X.Y. Coy. Ltd.’’ may 
accompany the special crossing, they do 
not, strictly speaking, form part of such 
crossing. The name of the bank alone con- 
stitutes a special crossing. The additional 
words, however, do not affect the special 
crossing—actually they strengthen it. They 
have been held to constitute a direction to 
the collecting banker as to how the pro- 
ceeds of the cheques are to be dealt with 
when received, and should not be ignored 
by him. 

A banker may add a further crossing to 
a cheque already crossed specially, where 
he wishes to forward the instrument to 
another banker for collection — vide 
s. 83 (5), as follows: ‘‘Where a cheque is 
erossed specially, the banker to whom it is 
crossed may again cross it specially to 
another banker for collection.’’ Finally, 
(6): ‘‘Where an uncrossed cheque or 4 
cheque crossed generally is sent to a banker 
for collection he may cross it specially to 
himself.’’ 


(Continued on page 209) 
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Evidently this subsection was included 
to enable a collecting banker to acquire the 
protection of s. 88 by crossing an uncrossed 
cheque received for collection, to himself. 
However, the result is not what was in- 
tended. The famous Gordon Case in 1903 
laid down quite definitely that a banker 
could not cover himself in this manner: 
“Where an uncrossed cheque is paid into 
a bank for collection, and the banker 
crosses it under this subsection, it does not 
thereby become a crossed cheque within 
the meaning of s. 88.’’ 

The crossing is a material part of a 
cheque, and s. 84 states that it shall not be 
lawful for any person to obliterate or, ex- 
cept as authorized by the Act, to add to or 
alter a crossing. 

Under this section it would appear that 
no one, not even the drawer of a cheque, 
is permitted to cancel a crossing once the 
cheque has been issued. Although a holder 
may make an addition to a crossing under 
s. 83, i.e. strengthen it, he cannot alter or 
amend a crossing. It is, however, a com- 
mon practice for the drawer of a cheque 
to ‘‘open’’ a crossing by writing ‘‘pay 
cash’’ across the face of the cheque, and 
to confirm the alteration by adding his sig- 
nature. The practical effect of such an in- 
struction is to make the cheque an open 
one, thus relieving the paying banker of 
his obligation to pay the amount only to 
another banker in accordance with the 
crossing. 

This practice is not sanctioned by the 
Bills of Exchange Act—it is merely a 
eustom which has grown up. The utmost 
care must be exercised by bankers when 
dealing with such cheques, because of the 
risk that the signature of the drawer to the 
cancellation may be forged. These cheques 
should be cashed only when presented by 
the drawer or his known agent. 


Not Negotiable Crossing 


The addition of the words ‘‘not negoti- 
able’’ to a crossing on a cheque has the 
effect of converting the cheque into a non- 
negotiable instrument, so that the trans- 
feree of such a cheque ‘‘shall not have and 
shall not be capable of giving a better title 
to the cheque than that which the person 
from whom he took it had’’ (s. 87). In 
other words, the phrase ‘‘not negotiable’’ 


“ce 
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deprives the cheque of that character or 
attribute of negotiability, the distinctive 
feature of which is that a person who takes 
a negotiable instrument in good faith and 
for value takes the document free from any 
defect on the title of his transferor. 


Where a bearer cheque, crossed and 
marked ‘‘not negotiable,’’ is stolen, and 
the thief induces a tradesman to negotiate 
it, the latter gets no title to the cheque and 
is liable to refund the money to the true 
owner; this liability, it should be noted, 
exists for a period of six years. Since the 
tradesman has no title to the cheque, he 
cannot sue the drawer if the cheque has 
been ‘‘stopped.”’ 

Were it not for the words ‘‘not nego- 
tiable,’’ the tradesman could obtain a valid 
title, provided he took the cheque in good 
faith, for value, and before it was overdue. 
The words ‘‘not negotiable’’ prevent his 
doing so. There appears to be much con- 
fusion on the part of students and others 
regarding these words— many persons 
thinking that they mean ‘‘not transfer- 
able.’’ The function of these words, how- 
ever, is not to destroy the transferability 
of the instrument, but to warn successive 
holders that any infirmity or lack of title 
will pass on to successive transferees. Such 
cheques may circulate quite freely, and, 
provided that the title does not become 
defective while the cheque is passing from 
hand to hand, each successive transferee 
acquires a good title. 

The statutory right to convert a cheque 
into a non-negotiable instrument is useful 
in the hands of the drawer, or subsequent 
holder. Not every drawer of a cheque who 
issues it with a general or special crossing 
(without the words ‘‘not negotiable’’) ap- 
preciates the fact that, although he may 
countermand payment of it for some rea- 
son as between himself and the payee, the 
fact that his banker refuses to pay it may 
not be the end of the story. For if such a 
cheque has got outside the payee’s hands 
into the hands of a holder in due course, 
the latter can enforce payment against the 
drawer. He is not concerned, for example, 
with the fact that the payee obtained the 
cheque by false pretences and thus had a 
defective title—he is in possession of a 
negotiable instrument and as such gets a 
good title irrespective of what went before. 
Many a drawer has learnt this lesson to his 
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cost. The remedy is obvious and simple— 
if a drawer adopts the procedure laid down 
in s. 87, Bills of Exchange Act, and marks 
his crossed cheque ‘‘not negotiable,’’ he 
need not worry about the possibilities of 
an attack from a holder in due course—the 
instrument is of the non-negotiable variety 
and there cannot be such a party. From 
the point of view of a holder of such a 
cheque, subsequent to the payee, he re- 
ceives a clear warning by the words ‘‘not 
negotiable’’ that he cannot get a better 
title to the cheque than the payee or any 
later holder had, and, if at any stage in 
the previous transfer of the cheque there 
is any theft or fraud, he will be affected 
by such happening in so far as he cannot 
acquire independent rights to the instru- 
ment and will be weighted down with the 
defects of his predecessor’s title. 


It should be noted that the words ‘‘not 
negotiable’? have no significance unless 
they form part of the statutory crossing— 
in fact, they are an addition to a crossing 
(s. 83 (4)). The words and the two paral- 
lel transverse lines have two entirely 
different functions. The latter is a direc- 
tion to the drawee bank not to cash the 
cheque over the counter; while the former 
is a warning to all holders that they can- 
not obtain a valid title to the cheque from 
someone whose title is invalid. 


If the words appear on a cheque without 
the parallel transverse lines or a special 
crossing (the name of a banker), they do 
not affect its negotiability and the cheque 
would not be considered crossed. Inci- 
dentally, whilst the words need not be 
written between the parallel lines, they 
should be written in close proximity to the 
crossing so as to show that they are con- 
nected with it; furthermore, the words 
‘*not negotiable,’’ to be effective, should be 
written in full and not abbreviated. 

Although the words ‘‘not negotiable,’’ 
added to a crossing, give the true owner 
of the cheque (drawer, payee, or holder) 
complete protection should such a cheque 
be stolen and negotiated to a tradesman or 
other party because, as already pointed 
out, this latter party cannot get a better 
title than his immediate transferor had, 
which in the case of a stolen cheque crossed 
and marked ‘‘not negotiable’? means no 
title—should such a cheque be stolen and 
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negotiated, not through a tradesman or 
other party, but through the thief’s own 
banking account with a banker who is able 
to shelter under s. 88, the crossing would 
be of little protection, and the true owner 
of the cheque would lose the proceeds if 
the thief was a man of straw and could not 
be found. This has happened on more than 
one occasion, and shows that in certain 
circumstances the ‘‘not negotiable’’ cross. 
ing is not one hundred per cent effective. 
In subsequent articles we will see that 
the words ‘‘not negotiable’’ do not con- 
cern the paying banker, who may safely 
pay a cheque (to another banker) go 
crossed, and bearing a series of endorse- 
ments. Furthermore, the words, in the 


absence of other circumstances, do not 
affect a collecting banker provided he ful- 
fills the conditions laid down by s. 88. 


Account Payee Crossing 

In recent years the practice has arisen 
of writing such words as ‘‘A/c. Payee,” 
**A/e. Payee only,’’ or ‘‘A/e. J. Jones” 
on the face of a cheque. Sometimes the 
words appear alone, frequently they are 
added to either a general or a special cross- 
ing with or without the words ‘‘not nego- 
tiable.’’ These words are neither recog- 
nised nor authorised by the Bills of Ex- 
change Act and do not affect the negotiable 
quality of a cheque unless they appear on 
a crossed cheque marked ‘‘not negotiable.” 

Although not sanctioned by the Bills of 
xchange Act, the words have at various 
times received judicial consideration, and 
it is well established that their addition to 
a cheque amounts to a direction to the 
collecting banker, who, if he places the 
proceeds to an account other than that of 
the specified payee, will lose the protection 
of s. 88 on the grounds of negligence. 
Hence in practice all cheques so marked 
are placed only to the credit of the account 
named by the drawer. 

The words ‘‘A/c. Payee,’’ ete., coupled 
with a general or a special crossing, 
together with the words ‘‘not negotiable,” 
constitute a crossing which gives the mazi- 
mum protection to the true owner of 4 
cheque which is lost or stolen. It provides 
a greater measure of protection to the true 
owner than the ‘‘not negotiable’’ crossing 
alone, should the stolen cheque be nego- 
tiated through a banker by the thief. As 
previously pointed out, it is possible for 
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the true owner of a stolen or lost cheque, 
bearing a ‘‘not negotiable’’ crossing, to 
lose the proceeds of the cheque if it is col- 
lected for the account of the thief or finder 
by a collecting bank which can shelter 
under s. 88. 

With the ‘‘A/c. Payee’’ crossing, how- 
ever, no collecting banker could invoke the 
protection of s. 88 if he ignores the direc- 
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tion in the crossing and accepts such a 
cheque for the credit of an account other 
than the payee. The curious position with 
this crossing is that the drawer, by adding 
the words ‘‘A/c. Payee’’ to his cheque, is 
really giving a direction not to his own 
banker, but to the collecting banker. 


The next article in this series will deal 
with the position of the paying banker. 
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Magic Casements 

Nothing is more natural than that a 
novelist should tell us something of the 
place in which his tale unfolds. This is by 
no means an easy task, and, ill-done, comes 
nigh to balderdash. But when the scene is 
painted by an artist who loves what he sees, 
magic casements are opened to our wonder 
and delight. 

Charlotte Bronté, in her preface to her 
sister’s Wuthering Heights, wrote: ‘‘ Ellis 
Bell [Emily Bronté’s pen-name] did not 
describe as one whose eye and taste alone 
found pleasure in the prospect; her native 
hills were far more to her than a spectacle; 
they were what she lived in, and by, as 
much as the wild birds, their tenants, or 
as the heather, their produce. Her descrip- 
tions, then, of natural scenery, are what 
they should be, and all they should be.’’ 

Of the moorland scenes Emily Bronté 
loved so passionately and described so 
beautifully, I like best the one where the 
girl, Catherine Linton, tells her nurse, 
Nelly Dean, of a discussion she had with 
her ailing cousin, Linton Heathcliff: ‘‘One 
time, however, we were near quarrelling. 
He said the pleasantest manner of spend- 
ing a hot July day was lying from morning 
till evening on a bank of heather in the 
middle of the moors, with the bees hum- 
ming dreamily about among the blooms, 
and the larks singing high up overhead, 
and the blue sky and bright sun shining 


steadily and cloudlessly. That was his most 
perfect idea of heaven’s happiness: mine 
was rocking in a rustling green tree, with 
a west wind blowing, and bright white 
clouds flitting rapidly above; and not only 
larks, but throstles, and blackbirds, and 
linnets, and cuckoos pouring out music on 
every side, and the moors seen at a dis- 
tance, broken into cool, dusky dells; but 
close by great swells of long grass undulat- 
ing in waves to the breeze; and woods and 
sounding water, and the whole world awake 
and wild with joy. He wanted all to lie in 
an ecstasy of peace: I wanted all to sparkle 
and dance in a glorious jubilee. I said his 
heaven would be only half alive; and he 
said mine would be drunk: I said I should 
fall asleep in his; and he said he could not 
breathe in mine, and began to grow very 
snappish. At last, we agreed to try both, 
as soon as the right weather came; and 
then we kissed each other and were 
friends.”’ 

So also could Charlotte Bronté open 
magic casements on scenes which once read 
will haunt us all our lives. In the follow- 
ing, Jane Eyre is walking on a winter’s 
afternoon from Thornfield to the village of 
Hay: ‘‘The ground was hard, the air was 
still, my road was lonely. I walked fast till 
I got warm, and then I walked slowly to 
enjoy and analyse the species of pleasure 
brooding for me in the hour and situation. 
It was three o’clock; the church bell tolled 
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as I passed under the belfry; the charm of 
the hour lay in its approaching dimness, in 
the low-gliding and pale-beaming sun. I 
was a mile from Thornfield, in a lane noted 
for wild roses in summer, for nuts and 
blackberries in autumn, and even now 
possessing a few coral treasures in hips 
and haws, and whose best winter delight 
lay in its utter solitude and leafless repose. 
If a breath of air stirred, it made no sound 
here; for there was not a holly, not an 
evergreen to rustle, and the stripped haw- 
thorn and-hazel bushes were as still as the 
white worn stones which causewayed the 
middle of the path. Far and wide, on each 
side, there were only fields, where no eattle 
now browsed; and the little brown birds, 
which stirred occasionally in the hedge, 
russet leaves that had 


looked like single 
forgotten to drop.’’ 


I recalled this scene one autumn day in 
Sussex. I had been walking in the hills 
surrounding the village of Singleton. There 
was a sharp cold wind in the hills. There 
fell upon me a violent attack of migraine. 
In agony I descended, seeking shelter from 
the wind. Near blinded and with stumbling 
steps, I skirted the village until I found 
in the valley a lane bordered by berry- 
laden hedges. In its shelter all was still, as 
quiet as that lane where Jane Eyre rested. 
There were glimpses of flint cottages with 
thatched roofs that seemed to have been 
there since Norman Doomsday, for the 
village is in the Book, but it then went by 
the name of Sillingford. Over to the right 
yas the Saxon church. On one side of it 
was the graveyard, overgrown ‘‘with great 
swells of long grass undulating in waves 
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to the breeze.’’ On the other side of the} 
church was the duck pond: even here? 
there was no sound as the birds lazily® 
floated on its muddy waters. The harvest ™ 
had been gathered and the stubbled fields ™ 
quietly awaited their winter rest. Here in® 
the calm of this autumn afternoon I sat on® 
a bank by the hedge, while the tender sun ™ 
warmed me and melted away my pain. ine 
an hour or so I went cheerfully on my way 
home. Sweet is the sunshine after rain, 
the poet sings, but sweeter far the peace} 
that follows pain. 


Credo 

It is just thirty years ago since I heard 
a beloved friend, the late Dean Talbot, 
preach in St. Andrew’s Cathedral, Sydney. 
He chose his text from Isaiah 61; 3: ‘To 
give unto them beauty for ashes, the oil of 
joy for mourning, the garment of praise 
for the spirit of heaviness.’’ Even now, in 
these dark times, I believe that we stand | 
on Mount Pisgah and if we but lift up our 
eyes we shall see the Promised Land where 
all these things shall come to pass. I be@ 
lieve that with courage and faith and® 
steadiness we shall ‘‘go over this Jordan’ 
and shall enter this land, leaving behind? 
us the spirit of heaviness. ig 

The other evening I was reading this 
chapter and musing on the flood of news 
settlers from Europe and the great changes 
their advent will bring about in the next® 
thirty years. These musings were prompted 
by the fifth verse; ‘‘And strangers shall > 
stand and feed your flocks and the sons of@ 
the alien shall be your plowmen and your 
vinedressers.’’ These sons of the alien shally 
be our children’s brothers, ‘‘and they shall™ 
rejoice in their portion.”’ ie 


i 











